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COMMENTATOR’S FOREWORD 


Tus volume has been prepared in pursuance of the general 
purpose of the Harvard Graduate School of Business Administra- 
tion to publish in the Harvard Business Reports the cases which 
it has collected. All the cases in this volume have to do primarily 
with marketing problems. This group includes some cases which 
have been published in my book, Problems in Marketing, and 
others published in Bulletin No. 55 of the Harvard Bureau of 
Business Research, Cases on Merchandise Control in the W hole- 
sale Grocery Business, but a majority of the cases are published 
here for the first time. 

A part of the cases in this volume were gathered in 1922 in the 
course of the collection of the material for Problems in Marketing 
but not selected for use in that book. Others have resulted from 
several special studies conducted by the Harvard Bureau of Busi- 
ness Research. Still others were obtained incidentally by agents 
of the Bureau while gathering cases on other subjects. Some of 
the cases are incomplete and fragmentary. They are published, 
however, in the expectation that they may have at least some his- 
torical value in recording business practices. Every student of 
the subject of marketing is aware of the difficulty of securing a 
perspective on the development of marketing methods and prac- 
tices. Even such fragmentary clues as are afforded by some of 
these cases, therefore, are likely to be serviceable in later years 
for analyzing the development of marketing methods. No apology 
is offered for the numerous shortcomings of these cases. Those 
shortcomings serve rather to indicate partially the magnitude of 
the task still to be accomplished in acquiring a broad, scientific 
knowledge of this field of business management. 

For some of the cases the decisions reached by the companies 
were recorded; for other cases merely the problems were pre- 
sented; but in every instance I have expressed my conclusions 
regarding the case in the light of the evidence presented. 


Metvin T. CoPELAND 
Cambridge, Massachusetts, September, 1926 


iil 







. | ievaeetlag le 
ses) WOM, <nbyrr 4 uo Ae x 
a wie ae 4% ke i + Oe bie) ae or ed BF a 
; ai f - iat 7 : uo . 
ae. fh ae a fisreg - 
i cP Ay =° = yy 
i a . 
rt TP Py : fl “| 
ph K ‘ ; eet 
are 7 : 
na} eX ; : 
hay.” . . 
oe - 
nas ‘ ‘ ial 
: Cn bi =~ p: 
. sae ; - + 
: = + fe a 
bee 6 q 
sa « es i 
7 Ba.) j 7 
“eis ' d 
pee- } \ P q° ‘aoe oe ¢ a 
Tee. < it i) eas a: : 
ess«° 7 : 4 a : 
Ps) aly , nm (eas * eer,\ a, 7 
or me: “ae iat pia? & ' 
cere) G af 1 =a "4 and ; i 
ce eh) 7, Pure ices: 


: a ar aah na 
7 | ie oe 0 
Y ay. mis & | ‘eal vale hes} i al 
H 7 la 4 : — @ : ; 
N a wha: ~ -— / oe 


a rire mM ies > Tyre Shei 





‘ 
OS + 1A TAP is 
: ; as Rae ue Nev Y eal eae uf A 
: ¥ oo it - AF 
= : . ; a F hes = 
: : 4 é UJ ra rs - 
ae re ras 2 pals ; ek ‘ * = taal . = tl oe a 
a ® . : 5 / 7 q is 7 i be ‘ io fa a ce Cs 7 


ALPHABETICAL LIST OF CASES! 


IAT BERTOON (COMPANY bo hzccicioc cutie ae Sea See laleingie sas 


Purchasing—Maintenance of Established Relations Despite 
Price Differential 


Distribution Channels—Direct Selling to Prevent Piracy of 
Design 
AALEERNET LACE COMPANY «.. <2 24.008 ess + cee se lecsncte tee 
Distribution Channels—Direct Selling to Establish Manu- 
facturer’s Brand 
Distribution Channels—Selected Distribution to Protect 
Style Leadership 


AMERICAN LOCOMOTIVE COMPANY .....---eeeeeeececeeeers 
Sales Organization—Segregation by Lines of Products 


BEATON’ & COMPANY .....0000 000 eee ee ae ede se seeccme nes oe 
Distribution Channels—Selection of Retail Distributors for 
High-Price Novelty 
Sales Planning—Reduction of Seasonal Fluctuations in 
Sales by Addition to Line 


BreEecu-Nut Packtnc Company v. P. LoriLLARD COMPANY .... 

Trade-Marks and Trade Names—Commercial Use as Pre- 
requisite to Registration 

Trade-Marks and Trade Names—Ownership for Products 
of One Class as Not Establishing Ownership for Dis- 
similar Products 

Trade-Marks and Trade Names—Change in Label as Not 
Constituting Abandonment 

Trade-Marks and Trade Names—Disuse as Not Consti- 
tuting Abandonment 

Trade-Marks and Trade Names—Use of Family Trade- 
Mark 

Trade-Marks and Trade Names—Changes Resulting in 
Resemblance to Another Trade-Mark Improper 


Bett, A. W., OrL COMPANY ....+-+.- essere sees eeeesere 
Warehousing—Maintenance of Stocks Near Consuming 
Market to Facilitate Delivery 





382 


279 


149 


97 


328 


377 
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Tuxspury CHAIN Company? 
MANUFACTURER—STEEL ROLLER CHAINS 


SALES ORGANIZATION—Establishment of Sales Branches as Alternative to 
Use of Wholesalers. The company manufactured chains for use as 
plant equipment and as fabricating parts for trucks and implements. 
Manufacturers of trucks and implements and large industrial users pre- 
ferred to buy directly from the company. The company made 40% 
of its sales directly. The remainder it made to wholesale distributors. 
The executives were of the opinion that aggressive sales methods were 
needed, particularly in view of the action of one competitor in estab- 
lishing sales branches. It was proposed, therefore, that the company 
establish sales branches. 


(1923) 


A sales analysis made in 1923 showed that the high-grade, 
machined steel roller chains which the Tuxbury Chain Company 
manufactured in approximately 1oo designs were used by 125 
industries either for the transmission of power in plant operations 
or for incorporation into machines manufactured. Annual net 
sales fluctuated from $1,000,000 to $1,500,000. 

The Tuxbury Chain Company divided its products into two 
general groups: chains for use as drives on automobile trucks, 
cement mixers, road machines, agricultural machines, and other 
implements; and chains for power transmission on mine locomo- 
tives, canning machines, coal stokers, textile machines, tool 
machines, and similar machinery. The company’s sales were 
distributed approximately as follows: 


TYPE oF CHAIN PERCENTAGE DISTRIBUTION 
For use in plant equipment: 
Standard line—new equipment ys 
Special order 5 
Replacement 15 
For use in trucks and implements: 
Standard line—for new products 20 
Replacement 5 





1 Fictitious name. 


4 HARVARD BUSINESS REPORTS 


Automobile and implement manufacturers and also industrial 
users who purchased chains in large quantities preferred to buy 
directly from the company. Automobile manufacturers who pur- 
chased Tuxbury chains as fabricating parts for their products 
customarily ordered in advance of their needs, except in periods 
of business depression. Implement manufacturers usually pur- 
chased only for immediate needs. Direct sales made up 40% 
of the total sales volume. The company sold to the smaller 
industrial users chiefly through 28 mill supply firms located in 
industrial centers. It sold chains for replacements on trucks and 
implements to automotive, farm implement, and hardware whole- 
salers who, in turn, sold to garages and retailers. As a modifi- 
cation of this system of distribution, the sales manager of the 
company proposed the establishment of sales branches. His plan 
was submitted to the vice-president in charge of sales. 

Industrial customers who purchased chains for use on machines 
in their plants ordered when new machinery was installed or when 
existing drives wore out. Many of these orders from industrial 
users ranged in amount from $25 to $50. The company seldom 
received orders from an individual industrial user more than 
twice a year. Frequently these customers required engineering 
advice. The Tuxbury Chain Company endeavored to provide 
this service through five engineer salesmen whom it sent to cus- 
tomers’ plants when it received requests for advice, either directly 
or through wholesalers; the company employed no other sales- 
men. When there was not enough technical advisory work to 
keep the five salesmen occupied, they made visits, for purposes 
of sales promotion, to mill supply firms, automobile and imple- 
ment manufacturers, and industrial customers who purchased 
directly from the factory, but no orders were solicited on these 
visits. 

Requests for the manufacture of special types of chains were 
made directly to the company. In many instances, the company 
suggested slight changes in the designs submitted by a customer, 
in order to reduce the cost of manufacturing the special type of 
chain ordered. These recommendations frequently were made 
by correspondence. Though constituting but a small part of the 
total sales volume, special orders were profitable and appeared 
to be increasing in number. The four major competitors of the 
Tuxbury Chain Company were making no calculated effort to 
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appeal to this market. The experience of the company had been 
that on the average one type of chain out of each 100 manufac- 
tured on special orders was worth adding to the standard line. 
The 28 mill supply firms maintained stocks ranging in amount 
from $5,000 to $15,000, the size of the stocks depending upon 
the requirements of the locality served. Four of the 28 distribu- 
tors had exclusive agencies for Tuxbury chains. These firms 
received commissions on all sales of Tuxbury chains in their 
respective districts, except sales to truck or implement manu- 
facturers for incorporation in their products. The company gave 
the other 24 firms special discounts which permitted them to sell 
Tuxbury chains in their own localities at an advantage over other 
wholesalers. The effect of this preferential discount was to 
restrict sales largely to the favored distributors. All Tuxbury 
distributors had stocks of supplies other than chains for sale to 
the industries in their districts. For example, a distributor in 
the South sold a variety of supplies for textile mills. The Tux- 
bury Chain Company suggested that its wholesale distributors 
take a 20% gross margin on Tuxbury chains. The company 
believed this to be lower than the distributors’ average gross 
margin on other items. There was no assurance of uniform price 
quotations in each district. It was unlikely, however, that sell- 
ing prices would be higher than those suggested by the company. 
The plan proposed by the sales manager called for the imme- 
diate establishment of 5 branches in the more important dis- 
tricts and for a gradual increase of that number to 15. The 
sales manager believed that the company would need 15 branches 
eventually if it were to secure the benefits from aggressive sell- 
ing. The branches were to sell all types of Tuxbury chains. 
The average inventory necessary for each branch was estimated 
at $20,000. The Tuxbury Chain Company always had main- 
tained from 60 days’ to 90 days’ stock at the factory for the 
benefit of the wholesale distributors, and, even with a branch 
organization, a factory stock department would have to be main- 
tained. It was not feasible to ship parts to a branch and assemble 
chains there as ordered, because of the highly skilled labor neces- 
sary for assembling; a man skilled in assembling one design 
commonly was not adept in assembling another. It was likely, 
however, that the amount of stock carried at the factory could 
be reduced after the branch organization was firmly established. 
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The manufacturing period varied, according to the size of chain, 
from 5 days to 2 weeks. 

Average estimated sales per branch were $40,000 for the first 
year. The annual minimum fixed expense for the proper admin- 
istration and operation of each branch was estimated at $12,000; 
this figure included the salary of an engineer salesman. The 
company expected that sales could increase 50% per branch 
without affecting expenses appreciably. Each suggested branch 
territory included from 500 to 1,000 industrial users of chains 
and approximately 500 dealers in automotive equipment. About 
one-fourth of those firms already used or sold Tuxbury chains. 
The sales manager proposed that the control of credits and col- 
lections be decentralized also. 

The sales manager was of the opinion that increased sales 
volume must come principally from small industrial users and 
from manufacturers who incorporated Tuxbury chains in their 
products. Availability of stocks of standard chains for imme- 
diate service in case of breakdowns was an influential selling point 
in obtaining orders from small industrial companies which could 
not afford to maintain supplies of chains as insurance against 
loss of time.. Large industrial users commonly maintained reserve 
stocks of chains at their plants. 

One competitor of the Tuxbury Chain Company operated 6 
branches with complete stocks and 16 branches without stocks. 
This competitor also had wholesale distributors in territories not 
served by the branches. In the districts where this competitor 
operated branches with stocks, sales of Tuxbury chains had not 
increased so rapidly as in other districts. Observation of devel- 
opments in other industries indicated that the establishment of 
sales branches frequently became general when one manufacturer 
took the lead. 


CoMMENTARY: Forty per cent of the company’s sales already were 
made directly to manufacturers and industrial users. The direct sales 
included practically all the chains sold to manufacturers of trucks and 
implements (20%) and all the special order sales for plant equipment 
(5%). The balance of the direct sales (15%) included chiefly standard 
chains for new equipment in factories. The sales to distributors (60%) 
included standard chains for plant equipment (40%), replacements of 
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plant equipment (15%), and repair parts for trucks and implements 
(5%). 

The volume of business already included in the direct sales would 
not have been affected appreciably by the operation of sales branches. 
The sales of chains to wholesalers for resale to garages and retailers 
for repair purposes on trucks and implements also would not have been 
affected greatly, for it hardly would have been economical for the com- 
pany to attempt to cater to the scattered, sporadic demand for chains 
bought usually in very small quantities by garages, repair shops, and 
other retailers. 

The problem, therefore, was concerned primarily with 55% of the 
company’s sales, including about three-fourths of the sales for new 
plant equipment and practically all the replacement equipment for 
plants. The advantages in establishing sales branches for this segment 
of the company’s market briefly were as follows: The company already 
was maintaining a crew of five engineer salesmen whose services prob- 
ably could have been utilized somewhat more advantageously under 
a branch system. The four firms of distributors which held exclusive 
agencies received commissions on direct sales of plant equipment made 
within their territories; the amount of these allowances would have 
been saved to the company by the establishment of sales branches. 
An eventual reduction in factory stocks was anticipated, which would 
partially have offset the cost of carrying stocks in the branches. Con- 
trol over branch stocks might have resulted, in occasional instances, 
in better service to customers on repair parts. The distributors were 
selling other kinds of merchandise and consequently could not give to 
Tuxbury chains the undivided sales attention that could have been 
given by the employees of a sales branch. As is usual in such cases, 
the establishment of sales branches would have made possible the 
readier utilization of aggressive sales methods, and in this particular 
instance would have aided in combating the activities of the com- 
petitor who had established sales branches. The fact that the com- 
pany’s sales had not increased so rapidly in the districts in which the 
competitor carried stocks as in other distficts afforded evidence that a 
menace existed. 

The advantages to be gained from the establishment of sales branches 
were offset, in part at least, by the advantages that were present in 
the system of distribution through mill supply firms. Price was a real 
factor in the purchase of such equipment by manufacturers. No evi- 
dence is presented which proves that the company could sell chains 
through its own branches more economically than they were distributed 
by wholesalers. On the contrary, the fact that the usual order of 
chains for new plant equipment was small, $25 to $50—and the 
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ordinary order for replacement purposes presumably was much smaller 
—placed a limit on the amount of direct sales effort which economically 
could be expended in securing each order. A distributor was spreading 
his sales expenses over a wide variety of articles. It was inevitable, 
furthermore, that small scattered companies should have comprised 
an appreciable portion of the potential industrial market for chains 
outside of the users who bought directly from the Tuxbury Chain Com- 
pany. The expense of reaching these small purchasers directly to sell 
merely chains would have been prohibitive. The estimated expense of 
operating the branches during the first year was 30% of sales, whereas 
the distributors’ margin was 20%. If the average sales per branch 
could have been increased to $60,000 without any increase in expense, 
the operating ratio would have been reduced to 20%, but such a result 
was altogether improbable. Thus, the establishment of sales branches 
would have been likely to necessitate an increase in prices or a fall in 
profits. 

A purchase of chains for new equipment was made by each user 
at infrequent and irregular intervals. For repair parts the demand was 
sporadic. For a chain manufacturer’s salesman, therefore, many calls 
would not be productive, at least at the time when the calls were made. 
The purchases of such equipment were governed by factors, such as 
the demand for the users’ products, which the chain manufacturers 
could not influence. The demand for chains, moreover, was likely to be 
subject to wide fluctuations with changes in general business conditions; 
in periods of slack demand the expense of maintaining sales branches 
would have constituted a heavy burden on the Tuxbury Chain Com- 
pany. 

Reference was made in the statement of the case to the advantage 
of being able to make quick deliveries to customers. With the cooper- 
ation that fairly could have been expected from the distributors, the 
28 distributors should have been able to make quicker deliveries to 
customers in many instances than could have been made by 5 to 15 
sales branches; the more numerous distributors were more easily acces- 
sible to at least a portion of the customers. 

The importance of the special-order business also was stressed. 
Inasmuch as special orders constituted but 5% of the company’s sales, 
however, that portion of the business should not have been permitted 
to dominate the sales policies, nor is it by any means certain that it 
would have been advantageous to increase the special-order business 
greatly. 

This product was one for which demand for use as equipment in 
small plants could not be expanded rapidly by the use of aggressive 
sales methods, and the company already was dealing directly with large 
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customers. Although there unquestionably were gains to be made in 
some directions by the establishment of sales branches by this com- 
pany, those gains would have been more than offset by the disruption 
of the company’s existing methods of distribution. Other means of 
combating competition and of promoting sales should have been sought. 


January, 1926 M. T. C. 


Cottis BELTING ComPpaNy? 
MANUFACTURER—LEATHER BELTING 


SALES ORGANIZATION—Discontinuance of Sales Branches by Manufacturer. 
For several years prior to 1921 the company, which manufactured indus- 
trial belting, had operated five wholesale branches; it also had sold to 
mill supply firms and directly to large users of belts. During the period 
of depression in 1921, the operating expenses in the sales branches were 
so high that the company closed three of the branches. In the districts 
in which those branches had been operating, the company appointed mill 
supply firms as exclusive agents for its products. In 1924 the two 
remaining branches were operating at a loss; it was proposed, therefore, 
that they also be closed. 

(1924) 

In 1924 the Collis Belting Company, which manufactured 
single- and double-ply, high-grade industrial belting in more than 
30 sizes, was distributing its output nationally through 28 mill 
supply firms, 2 sales branches, and 9 salesmen who operated 
from the home office in Indiana. At that time approximately 
20% of the company’s sales were made to sawmills, 10% to 
cottonseed oil mills, 30% to steel mills, 10% to railroad shops 
and roundhouses, 10% to automobile manufacturers, and 20% 
to a miscellaneous group of industries among which textile mills 
were the largest purchasers. 

From 1921 to 1924 the expense of maintaining the sales 
branches had been approximately 20% of their sales. Executives 
of the company were of the opinion that the expense should 
have been but 10% of sales and, for that reason, contemplated 
discontinuing those branches as they had discontinued three 
others in 1921. 

In 1921 the company had been operating five sales branches, 
at Richmond, Birmingham, Fort Worth, Seattle, and New Or- 
leans. The company at that time also had sold through 25 mill 
supply firms to which it granted exclusive agencies and through 
its own salesmen who made their headquarters at the home 
office. 

A few of the mill supply firms purchased both single- and 
double-ply belting outright; a majority, however, purchased mini- 
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mum stocks of single-ply belting outright and took stocks of 
double-ply belting on consignment. The mill supply firms 
assumed the credit risks on all sales which they made. They 
also sold canvas and rubber belting and such supplies as oil 
waste, pulleys, and hangers; they agreed, however, not to sell 
the leather belting of any other manufacturer. On belting which 
they purchased outright they planned to secure a gross margin 
of from 15% to 20% when competitive conditions permitted; 
their commission on sales of consigned stock was 10%. 

Supplies of belting were stored at the sales branches in order 
to facilitate deliveries to customers. In 1921 the sales branch 
at Richmond maintained a stock of $48,000; the branch at Bir- 
mingham a stock of $30,000; the branch at Fort Worth a stock of 
$30,000; and the Seattle and New Orleans branches each a stock 
of $20,000. The company could save in freight charges by mak- 
ing shipments of rolls of several thousand feet of belting to the 
branches; each piece of belting had to be wrapped in water-proof 
paper. Large rolls of belting, moreover, received the same freight 
classification as small rolls. In no instance were the sales of any 
one sales branch large enough to make carload shipments to it 
advisable. A shipment of approximately $40,000 worth of belt- 
ing was needed to secure carload rates. Usually from two to 
four salesmen and one belting repair man made their headquarters 
at each branch office. One of the salesmen acted as branch man- 
ager. A belting repair man was employed to furnish installation 
and repair service to customers and to prepare special belts in 
emergencies. This latter type of work, however, was required 
infrequently. 

Prior to 1921 the annual rate of stock-turn at each branch 
was from 4 to 5 times, and the average sales expense was between 
10% and 12% of sales. Sales expense included rent of sales 
rooms, salaries of salesmen, salaries of belt repair men, and sup- 
plies which were necessary to the maintenance of the branch. 
Until 1921, the company was satisfied with the performance of 
its branches. Distribution through the branches was less expen- 
sive than distribution by salesmen operating from the home office. 
The sales expense of the branches also was less than the custom- 
ary gross margin which the mill supply firms secured on the 
belting which they purchased from the company, and about equal 
to the rate of commission which the company paid to the mill 
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supply firms on sales of consigned stock. In 1921, however, the 
rate of stock-turn for each branch was about 2.5, and the sales 
expense was approximately 20% of sales. The company could 
not afford to operate five branches at a loss. Consequently it 
discontinued all branches except those at Seattle and Birming- 
ham. Those it continued even though they showed losses, for 
the averred reason that the industries located in and near Seattle 
and Birmingham required prompter delivery than could be fur- 
nished by freight from Indiana. 

In each of the three districts where sales branches were dis- 
continued the company appointed a mill supply firm as its exclu- 
sive agent. The arrangements made were similar to those between 
the company and its other mill supply distributors. Three of 
the company’s salesmen traveled from the Seattle branch, three 
from the Birmingham branch, and nine from the central office to 
parts of the United States not served by those two branches or 
by mill supply firms with agencies for Collis belts. 

The salesmen were paid salaries or commissions, the amount 
and type of payment being agreed upon by each salesman and 
the sales manager. Usually the type of payment depended upon 
the preference and ability of the salesman. The company 
believed that the total direct sales expenses of a salesman should 
be less than 10% of the amount of his sales. 

A salesman might secure an order for a $5 belt from a manu- 
facturer one month, and on his next call he might sell the manu- 
facturer $5,000 worth of belting. The number of the company’s 
customers was not large enough and the range in the size of 
orders was too great to permit a significant average sale per 
customer to be computed. The frequency with which a salesman 
called upon his customers depended upon the number of cus- 
tomers in his territory; on an average he called on each customer 
from four to six times a year. Purchasers sometimes asked belt- 
ing salesmen to specify the type, width, and quality of belts to 
be used; hence, it was essential that belting salesmen have some 
technical knowledge. Some of the selling points stressed by the 
Collis Belting Company’s salesmen in influencing industrial pur- 
chasing agents were quality of material, skill of workmanship, 
promptness of delivery, and price. 

The company advertised in trade publications of the industries 
to which a majority of its belts were sold. Competition in the 
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belting industry came from two types of manufacturers: large 
manufacturing companies with central offices at their factories 
and sales branches at strategic points throughout the United 
States; and small manufacturers who confined their operations 
to one or two industrial centers. It was possible to manufacture 
belts with as small an investment of capital as $500; conse- 
quently, many companies were established which were not finan- 
cially able to maintain varied stocks of high-grade belting at all 
times. 

It had been the experience of the Collis Belting Company that 
the amount of its sales depended upon general business condi- 
tions. When the demand for manufactured products decreased, 
some of the machines in factories became idle. In order to reduce 
expenses, the plant superintendents used the belts from the idle 
machines instead of purchasing new belts to replace those which 
were worn out. Ordinarily, manufacturers to whom the Collis 
Belting Company sold did not maintain stocks of belts to meet 
emergencies. The company frequently was called by telephone 
and asked to quote a price on a belt which a manufacturer desired 
to have replaced. The company’s customers stressed price in 
making their purchases and also commonly took into account 
the time required for delivery and their past dealings with the 
company. 

Since the two remaining sales branches had continued to be 
unprofitable, the company, in 1924, was considering the advis- 
ability of discontinuing them. In both Seattle and Birmingham 
there were several mill supply firms. The Collis Belting Com- 
pany had not investigated to determine whether any of these 
would sell its products on an exclusive agency basis. 


CommeENTARY: In the commentary on the Tuxbury Chain Company 
case? reference was made to the probability that in periods of depression 
sales of equipment such as that which the company produced would 
fall to a low amount, with the result that the company’s wholesale 
branches would incur heavy operating losses. The soundness of that 
conclusion is exemplified in the experience of the Collis Belting Com- 
pany. 

The Collis Belting Company should have discontinued the two 
remaining branches in 1924. The reasons for discontinuance were 
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essentially the same as those against the establishment of sales branches 
by the Tuxbury Chain Company. 

The questions as to whether exclusive agencies should have been 
granted and as to whether stocks should have been consigned to mill 
supply firms were not specifically raised as issues in this case; hence no 
comment is made on those points. 


March, 1926 MeL aC, 


KEANE Motor Car Company? 
MANUFACTURER—AUTOMOBILES 


DISTRIBUTION CHANNELS—Retailers Utilized in Preference to Wholesalers. 
Like many other automobile manufacturers, this company had marketed 
its product prior to 1922 through wholesale distributors who also sold 
at retail in the cities in which their stores were located. The distribu- 
tors had selected the local retailers to whom agencies for Keane cars 
were to be granted, and had been expected to secure maintenance of sat- 
isfactory auxiliary service by the dealers. The distributors also had 
helped to finance the manufacturer’s operations by advance payments. 
In 1922 the company concluded that in numerous instances the distribu- 
tors were not exercising proper care in the selection of local dealers or 
in the supervision of the dealers’ service standards. The company, 
therefore, decided to undertake gradually to sell directly to local dealers. 


SALES ORGANIZATION—Establishment of Sales Branches as Alternative to 
Selling Directly from Factory. When the company, which manufactured 
high-grade automobiles, decided in 1922 to undertake gradually to sup- 
plant the services of wholesale distributors by selling directly to retailers, 
it decided to make the sales directly from the factory instead of operating 
wholesale branches. 


(1922) 


In 1922 the Keane Motor Car Company was convinced that 
in order to increase its sales it should change its method of dis- 
tribution. Two plans were suggested: (1) selling directly to 
retailers from the factory; and (2) establishing wholesale dis- 
tributing branches. 

The firm manufactured a high-grade eight-cylinder car, in both 
open and closed models, which sold at retail for $2,500 to $4,250. 
The annual output of the company was 3,000 automobiles. These 
automobiles were sold through 40 distributors. Besides selling 
Keane cars at retail in the city where the distributor was located, 
each distributor served as wholesaler for an allotted territory 
which in individual cases ranged in size from 12 counties to 3 
states. Each distributor selected the retailers to whom to grant 
Keane agencies in his territory. In 1922 Keane cars were sold 
by 350 retailers in addition to the distributors. Of the total 
number of dealers and distributors, all but 20 also sold cars 
which were lower in price than Keane cars. The discount to 
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distributors ‘was 30% or 35% off the retail list prices; the higher 
discount had been granted to only a few distributors whom the 
company had been especially desirous of serving. 

In order to obtain intensive solicitation and to standardize the 
service given to owners, a few other automobile manufacturers 
were changing their methods of wholesale distribution. The 
Rose Motor Company,” which manufactured a line of six-cylinder 
cars ranging in price from $1,500 to $2,300, had established 
wholesale branches. The Frink Motor Company,” with a car 
in the price class of the Keane car, in 1920 had recalled all dis- 
tributors’ contracts and established its own wholesale branches. 
In 1922 it was reported that this company was attempting to 
reestablish a system of distributors. The failure of the experi- 
ment of the Frink Motor Company was attributed to the inferior 
performance of its car rather than to the distributing method. 
In fact, it had been rumored that the company had been forced 
to establish its own branches because of the difficulties experi- 
enced by distributors in inducing retailers to handle its car. 
Toward the close of 1922 one of the largest manufacturers of 
popular-price cars was stated to have begun establishing whole- 
sale branches; this company produced six-cylinder cars in light 
and heavy models. 

The experience of the Keane Motor Car Company had been 
that often a distributor did not spend enough time on the selec- 
tion and education of retailers in his allotted territory; his efforts 
were directed principally at increasing his own retail sales. The 
company, furthermore, had little control over the standards of 
service rendered by retailers and could not insure uniform treat- 
ment to Keane owners. One of the advantages in selling through 
distributors originally had been the financial assistance obtained 
from the advance payments, or at least payments on delivery, 
made by the distributors for the cars ordered. During 1920, how- 
ever, this method of payment had been changed because of the 
stringency of credit among distributors and retailers, and begin- 
ning in that year the company had shipped all cars on consign- 
ment. 

If the company were to establish wholesale branches, a large 
financial outlay would be required in order to obtain suitable 
locations and to stock each branch with a full line of cars and 
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parts. The company had one wholesale branch which had been 
established in order to maintain continuous representation in a 
large city after the financial failure of the authorized distributor. 
Operating costs of this branch had been higher than those of 
distributors, but the company’s good-will had been augmented, 
it was stated, through the excellence of service rendered. 

The company would experience more difficulty in controlling 
and standardizing the service given consumers by dealers if it 
sold directly from the factory than if it sold through wholesale 
branches. The direct-to-retailer plan, however, could be expected 
to encourage intensive solicitation by the retailers, since the dis- 
count allowed to them by the company would be higher than 
under a system of wholesale branches. If no branches were 
established, furthermore, it was probable that many of the 40 
distributors could be induced to continue to sell Keane cars at 
retail in their respective localities. 

Neither plan, in its entirety, could be put into effect imme- 
diately. If factory branches were decided upon, the transition 
necessarily would be gradual and might be deemed a menace by 
the distributors not affected at first, thereby causing them to give 
up their Keane contracts prematurely. The company accordingly 
decided to sell directly to retailers from the factory, putting the 
policy into effect gradually; so long as a distributor was securing 
satisfactory results from the dealers in his territory, he would 
be permitted to continue to act as a distributor. 

Although the direct-to-retailer plan made possible more inten- 
sive cultivation of several territories, it was difficult to persuade 
small retailers to stock adequate supplies of parts for repairs. 
It appeared, furthermore, that the distributors whose contracts 
were not taken away began to pay more attention to the develop- 
ment of their wholesale business. 


ComMENTARY: ‘The policy which this company followed prior to 
1922 in utilizing the services of wholesale distributors was common 
in the automobile industry. The industry had grown rapidly, and 
technical improvements had followed one another in rapid succession. 
Under these circumstances it was not surprising that the manufacturers 
had tended to devote more attention to production problems than to 
sales policies. The system of wholesale distributors had evolved be- 
cause the distributors had been willing to take charge of many of the 
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troublesome distribution problems and also because the distributors 
helped to furnish operating funds for the rapidly expanding business. 

After the crisis of 1920, however, a change in the automobile market 
began to appear. In the particular instance of the Keane Motor Car 
Company, the distributors ceased to make advance payments. At the 
same time, with the stress of keener competition, the shortcomings of 
the distributors in the selection and supervision of local dealers became 
more apparent. That those shortcomings existed was not at all sur- 
prising. 

Under the system of selling through wholesale distributors, it was 
to be expected that some firms of distributors would perform all their 
functions satisfactorily. It also was to be expected that a substantial 
proportion of the distributors would not meet the company’s require- 
ments under keenly competitive conditions. A distributor had a divided 
interest, between his own retail sales and sales to local dealers. It was 
almost inevitable that some distributors would be successful retailers 
but rather poor wholesalers. The two types of business were quite 
different. The proper selection of local dealers, however, was essential 
for the continued prosperity of the manufacturing company. It was 
equally essential that satisfactory standards of repair service be main- 
tained by those dealers, for the attitude of car owners toward a par- 
ticular make of car was influenced strongly by the dependability of the 
upkeep service furnished by the local dealers. 

The selection of dealers and the supervision of their service standards 
were of such great consequence to the company that it could not safely 
continue to delegate those functions to distributors except in instances 
where the distributors had proved fully their ability to accomplish 
satisfactory results. In other districts it was a safer plan for the com- 
pany to take over the wholesale function itself than to experiment 
with new distributors. 

Although the company undertook to sell to local dealers directly from 
the factory, its difficulties in persuading numerous small dealers to 
carry complete stocks of repair parts indicated that branch warehouses 
were likely to be required. 


March, 1926 MiebaC, 


Raw tincs Motor Car Company! 
MANUFACTURER—AUTOMOBILES 


DIsTRIBUTION CHANNELS—Retailers Utilized in Preference to Wholesalers. 
The company, which manufactured low-price passenger automobiles and 
trucks, decided to discontinue selling through wholesale distributors and 
to sell directly to retail dealers. It was the company’s opinion that the 
wholesale distributors failed to give their dealers adequate assistance 
and encouragement. The company’s sales volume increased greatly fol- 
lowing the change in the method of distribution. 


(1922-1924) 


The Rawlings Motor Car Company manufactured passenger 
automobiles and trucks which, in 1922, ranged in price from 
$395 to $795. The company operated assembling plants in New - 
York, Wisconsin, Michigan, Missouri, and California. The sales 
manager of the company estimated that with adequate sales effort 
the company could achieve a sales volume in 1922 of 1 automobile 
to every 500 of the population of the United States. Although 
that sales volume was more than three times as large as the 
company’s sales volume in any previous year, the executives 
deemed the estimate sound and decided to plan 1922 sales in 
accordance with it. When this decision was made, the sales man- 
ager proposed that the company, in order to provide for closer 
control of sales and for more aggressive merchandising, begin to 
sell directly to retailers. 

At that time the Rawlings Motor Car Company was selling to 
20 wholesale distributors. The company’s terms were cash less 
20% less 10%. ‘Those distributors had well-defined territories 
and, in turn, sold to about 1,500 retailers. The distributors also 
maintained retail departments. Under the existing method of 
distribution, annual sales of Rawlings automobiles in the various 
districts ranged from 1 to every 2,500 of the population to 1 
to every 1,500 of the population, the ratio depending chiefly, 
the sales manager believed, upon the aggressiveness of the dis- 
tributors and of their retail dealers. 

Although its sales had increased annually, the Rawlings Motor 
Car Company had been dissatisfied with its plan of distribution 
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for several years. The executives were of the opinion that the 
distributors were failing to give their dealers adequate assistance 
and encouragement. The Rawlings Motor Car Company did not 
maintain a sales force large enough to help dealers in arranging 
displays in their showrooms, in operating service departments, 
in setting up suitable accounting systems, or in deciding upon 
sales policies and other policies. Instead, the company granted 
distributors a discount of 10%, in addition to the regular 20% 
discount, in order to enable them to provide sales help for 
retailers. 

The company believed that the distributors failed to stock 
automobiles in large enough quantities. They stocked only 
enough for their own retail departments and for a limited num- 
ber of their dealers. A distributor, consequently, sometimes could 
give more prompt delivery to a consumer than could the dealer 
in whose territory the consumer was located. As a result, dis- 
tributors occasionally sold to their dealers’ customers. 

The sales manager proposed that the company sell directly to 
5,000 retailers with exclusive agencies in their respective districts. 
According to his plan, the company would sell to the retailers 
for cash on delivery at the same prices at which the wholesale 
distributors had been selling to retailers. It was probable that 
the 20 distributors could be retained as retail agents for Rawlings 
cars. With 5,000 dealers, or about 1 for every 20,000 persons 
in the United States, the 1922 sales quota for each would be about 
40 automobiles, including trucks. The company would ship 
automobiles to its dealers at regular intervals. The sales man- 
ager did not anticipate any difficulty in securing the number of 
dealers needed, since the sales quota to be assigned each dealer 
called for a comparatively small outlay of capital by the dealer. 

The sales manager was of the opinion that the company, if it 
sold directly to retailers, might find it necessary to maintain a 
sales force of 450 men and to establish sales offices, without 
stocks, throughout the United States to assist in distribution and 
to give aid to retailers. 

The Rawlings Motor Car Company in 1922 adopted the policy 
of selling directly to retailers. In 1923 the company sold to 
7,000 retailers. Those retailers employed approximately 20,000 
salesmen, to whom they paid commissions. During 1921, the 
last year in which the old policy of distribution was in effect, the 


RAWLINGS MOTOR CAR COMPANY Zar 


Rawlings Motor Car Company sold 77,000 automobiles, or 
approximately 1 to every 1,300 of the population of the United 
States. During the first year under the new policy, the company 
sold 242,000 cars, or about 1 to every 430 of the population; and 
during 1923 the company sold 483,000 automobiles, or approxi- 
mately 1 to every 220 persons. The company’s production sched- 
ule for 1924 called for 1 automobile to every 131 of the popula- 
tion. The quotas assigned to the dealers, however, were on the 
basis of 1 automobile to every Ioo persons. 


CoMMENTARY: This company’s problem was essentially the same 
as that of the Keane Motor Car Company.? The Rawlings Motor Car 
Company, however, laid particular stress upon the opportunity for 
applying greater sales pressure under a policy of direct sale than could 
be applied through intermediaries such as the wholesale distributors. 
The results indicate that the company’s decision was sound, and the 
experience recorded in this case supports the general conclusion reached 
on the Keane Motor Car Company’s case. 


March, 1926 M. TI. C. 
2See page 15. 





BLACKSTONE CoMPANY! 
WAREHOUSE DISTRIBUTOR—IRON AND STEEL 


WareHousinc—Establishment of Warehouses to Meet Competition. It was 
suggested that the company, a warehouse distributor of iron and steel 
products, should establish additional warehouses in territories already 
served by its existing branches. Those territories also were served by 
competitors, and in some instances the company was at a competitive 
disadvantage because of freight differentials resulting from the location 
of its warehouses. 


(1920) 

In 1920 the Blackstone Company, one of the largest warehouse 
distributors of iron and steel products in the United States, had 
warehouses in St. Louis, Detroit, Buffalo, New York, and Chi- 
cago. The company, at that time, contemplated the establish- 
ment of additional warehouses in Boston, Cleveland, Cincinnati, 
Philadelphia, and other cities which it then served from its 
existing warehouses. 

The Blackstone Company, like other warehouse distributors, 
bought iron and steel products in large quantities, stored them, 
and then sold them in small quantities to meet customers’ require- 
ments. The Blackstone Company paid the same prices to steel 
manufacturers as were paid by large users buying directly from 
the manufacturers. In accordance with the Pittsburgh Basing 
Point system, the manufacturers’ prices included freight charges 
for the distance from Pittsburgh to the points of destination. 
The Blackstone Company’s selling prices were $15 per ton higher 
than the prices paid to the manufacturers. The company took 
the cash discounts offered by the manufacturers, the terms being 
Y4 of 1% 10 days, net 30 days. 

The Blackstone Company and the steel mills sold to practically 
the same classes of customers, including railroads and other trans- 
portation companies, automobile manufacturers, oil companies, 
and building contractors. Frequently a building contractor 
bought steel for the basement and first floor of a new building 
from the Blackstone Company for {mmediate delivery and, at 
the same time, ordered steel for the rest of the building from steel 
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mills. In this way the builder had stocks of steel on hand as 
required. The Blackstone Company also sold large quantities of 
material for plant maintenance. Small machine shops and similar 
establishments purchased from the Blackstone Company. The 
company did not compete with the steel mills; it took small orders 
which would not have been profitable to the mills. About 12% 
of the entire steel output of the United States was handled through 
warehouse distributors. 

The Blackstone Company sold a general line of iron and steel 
products for fabricating and manufacturing purposes, including 
structural steel, plates and bars, tubes, and black and galvanized 
sheets. It also sold specialties such as high-speed steel; tool steel, 
which frequently was purchased in very small lots; and machin- 
ery and boiler specialties, including flanges, braces, hangers, and 
tube expanders. The company did no fabricating. Its total sales 
amounted to about $10,000,000 annually. The company had 
built up its sales volume mainly on the basis of the service which 
it provided. It carried a complete line and was able to make 
deliveries immediately upon receipt of orders. Orders placed 
with steel mills ordinarily had to be manufactured according to 
specifications before shipment. There were many small ware- 
house distributors which carried only partial lines. 

The districts in which the Blackstone Company considered es- 
tablishing warehouses in 1920 were being served by warehouses 
of competitors, but the standard of service maintained by those 
competitors was not equal, the executives of the Blackstone Com- 
pany believed, to that of the Blackstone Company. The Black- 
stone Company, for instance, carried wider plates and heavier 
machinery for cutting those plates than did most of its competi- 
tors. The industries in those districts were such as to require the 
services of warehouse distributors like the Blackstone Company. 
If the company established the proposed warehouses, however, the 
territories served by its New York, Buffalo, Detroit, and Chicago 
warehouses would be curtailed and intensive sales efforts would be 
necessary in those territories to offset the consequent loss in their 
sales. 

Without the additional warehouses, the Blackstone Company, 
in selling in Boston, Philadelphia, Cleveland, and Cincinnati, was 
at a disadvantage as compared with local distributors, because of 
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the freight differentials. On sales in those cities local distributors 
had to pay freight charges only for the distance from Pittsburgh, 
whereas the company, when it sold there, had to pay freight 
charges for the distance from Pittsburgh to its warehouses and 
thence to the locations of the customers. The manufacturers’ 
prices in Philadelphia, for example, were 2 cents per ton less than 
the New York City prices, because of the lower freight charges 
on shipments to Philadelphia under the Pittsburgh Basing Point 
system. The prices in Trenton, New Jersey, were the same as in 
New York. 


ComMMENTARY: The chief advantage which the company would have 
gained by establishing branches at the points proposed would have 
accrued from the savings in freight charges on materials which it sold 
for delivery in regions adjacent to those points. Those savings would 
have been small, however, as instanced by the Philadelphia-New York 
differential; and the company did not obtain orders primarily by offering 
low prices. 

To warrant establishing a new warehouse at any point, it was essen- 
tial that the company be assured of a sufficient volume of sales in that 
district to absorb the operating expenses of the warehouse. The com- 
pany also had to reckon with the potential loss in the volume of sales 
in the remainder of the district from which the new district was carved. 
These conditions led to a consideration of the nature of the demand for 
the materials sold by the Blackstone Company. 

The company maintained its existence by selling iron and steel in 
smaller lots than could be purchased directly from the iron and steel 
manufacturers, and by carrying stocks of materials from which imme- 
diate deliveries could be made to users who could not conveniently 
await deliveries from the mills. The company could increase its sales 
as industrial expansion occurred or by cutting into the sales of com- 
petitors. It could not, however, by aggressive sales methods increase 
appreciably the aggregate quantity of iron and steel used in any dis- 
trict. The ultimate demand for iron and steel was beyond its control. 
As the demand for iron and steel increased in any district, furthermore, 
some customers were likely to increase the volume of their purchases 
to quantities that could be bought directly from the mills, thus limiting 
the share of the total iron and steel business which the wholesalers 
could obtain. 

The company could not expect to compete with the iron and steel 
mills for large orders on which immediate delivery was not required. 
Unless extraordinary business conditions obtained in a particular dis- 
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trict, therefore, the company could not expect to increase the volume 
of its sales rapidly in that district. No evidence was offered to indicate 
that a rapid expansion of the iron and steel market was impending in 
any of the districts in which it was proposed that the company should 
establish new warehouses. Nor was evidence offered to indicate that 
the company had attained a volume of sales in any of these districts 
which was adequate to support a warehouse. In the absence of such 
evidence, the warehouses should not have been established. Under the 
limitations on the potential expansion of the company’s market, the 
growth of sales should have reached a volume approximately large 
enough in any district to support a warehouse before the warehouse 
was established. In this instance, the major increase in volume of sales 
should precede rather than follow the establishment of a warehouse. 


May, 1926 Mace: 


INTERVALE SUPPLY CoMPANY! 
MANUFACTURER AND WHOLESALER— JANITORS’ SUPPLIES 


MERCHANDISING—Discontinuance of Unprofitable Supplementary Merchan- 
dise. The company manufactured janitors’ supplies which it sold to 
wholesalers and directly to retail stores, offices, schools, and other insti- 
tutions. In order to facilitate direct sales of its own products, the 
company purchased allied merchandise from other manufacturers for 
resale. The merchandise purchased for resale appeared to be unprofit- 
able, however, and the company decided to discontinue the purchase of 
resale merchandise and to sell its own products through supply firms 
and wholesalers. 


DISTRIBUTION CHANNELS—Wholesalers and Supply Firms Utilized in Prefer- 
ence to Direct Selling. The company sold a complete line of janitors’ 
supplies, some of which it manufactured and some of which it purchased 
for resale from other manufacturers. The company made the larger 
part of its total sales directly to retail stores, offices, schools, and other 
institutions. It made more than half the sales of the products which 
it manufactured, however, to wholesalers. After the company discon- 
tinued purchasing for resale, because purchases of resale merchandise 
appeared to be unprofitable, it decided to discontinue direct selling and 
to market its products through wholesalers and supply firms. 


(1924-1925) 


The Intervale Supply Company of Minneapolis sold a complete 
line of janitors’ supplies throughout Minnesota and northern Wis- 
consin. In 1924 this line consisted of 14 divisions of products. 
The products in some divisions were made in various grades and 
sizes so that the company sold in all approximately 120 items. 
The company manufactured but 20 of these 120 items. The rest 
it purchased from other manufacturers and sold at wholesale. 
Although the company had experienced losses on products pur- 
chased for resale, the executives were agreed that, in view of 
technical obstacles and the additional space and machinery that 
would be required, it would be unwise for the company to manu- 
facture products similar to those purchased for resale. 

The Intervale Supply Company had been incorporated in 1909. 
At that time its activities had been limited to the manufacture 
of sweeping compounds and floor oils. Two salesmen had been 
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employed to solicit orders from the purchasing agents for schools, 
office buildings, and unit stores. Those salesmen had requested 
the company to add brooms to its line, since brooms could be sold 
at the same time that orders were obtained for the other products. 
The company had granted this request and also subsequent re- 
quests made by the salesmen for additional allied products. 
Those supplementary products were toilet paper, paper towels, 
polishes, waste-baskets, dusters, and fumigators. The company 
purchased those items from other manufacturers for resale. 

The number of lines of products manufactured gradually had 
increased until, by 1924, the company manufactured not only 
sweeping compounds and floor oils but also disinfectants, liquid 
soaps, washing compounds, water softeners, inks, cleaners for 
lavatories, paste soaps, and a compound for opening drains. The 
Intervale label was placed on six products; the others had dif- 
ferent trade-marks. Sales by divisions of products for 1922, 1923, 
and the first five months of 1924 are shown in Exhibit 1. The 
gross margin percentages in the exhibit were based on direct 
factory costs or purchase prices. In computing net profit, the 
sales manager made an arbitrary allocation of factory overhead, 
general expense, and sales expense to each product division. 
Sales resistance and the proportion of a division’s sales to total 
sales influenced the allocation of those expenses. The expense 
of advertising specific products, however, was charged directly 
to the products advertised. 

A small net profit was shown for 1922 and 1923. The first 
five months of 1924 showed a small loss. This was not unusual, 
however, because salesmen spent considerable time during the 
first part of each year obtaining from schools orders to be filled 
three or four months later. Those sales were not shown in the 
records until deliveries were made. 

The company had 14 salesmen who sold the entire line of 
products directly to retail stores, office buildings, schools, and 
other institutions. One specialty salesman was employed to 
introduce new products. All the salesmen were paid salaries and 
expenses. One of the 14 salesmen solicited orders from only 
those firms which never had used the company’s products. It was 
impossible for the salesmen to visit all the prospective customers 
in their assigned territories, and the general manager was of the 
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EXHIBIT I 


NET SALES OF INTERVALE SUPPLY COMPANY FOR 1922 AND 1923 AND 
Net Sates, Gross Marcin, AND Net PRoFits FoR FIVE 
MontuHs ENDING May 31, 1924, BY DIVISIONS 
oF PRopUCTS 







JANUARY I—May 31, 1924 1923 1922 
Ere Gross Net 
MAT ETE COne Net Sales Net Sales Net Sales 

Sweeping compounds* € 10,364.01 | $ 21,203.54 | $ 20,771.29 
loorioils*3epee eee ‘ 1,688.42 3,994.99 3,401.90 
Disinfectants*....... 4,935-97 7,036.05 5,970.61 
Liquid soaps*....... 5,027.52 9,974.89 10,003.53 
Papersiaa reece 53,857-37 | 107,655.29 98,368.71 
Brooms and dusters. . 8,145.73 22,918.26 26,931.75 
Washing compounds* 7,938.26 12,829.20 11,245.40 
Fumigators and sul- 

phir-candles | estes ceaaet leeae erie ae elena ete 133.89 1,105.03 
Inks * seein sees ee 321.06 1,643.18 1,602.23 
Rolishesmeeree ae 2,343.22 5,944.91 6,222.42 
Sundries............ 20,894.20 50,707.40 36,380.17 
Sanitary cleaners*... 630.28 1,341.94 1,458.78 
Cleaning powders*... 521.05 350.82 1,069.70 
Drain cleaner*....... 17,671.22 27,120.40 19,647.44 
Paste soaps*........ 687.48 838.86 549.25 


$135,025.79 | $273,693.62 | $244,728.21 





*Manufactured by Intervale Supply Company. 
{Discontinued December 31, 1923. 
Loss. 


opinion that the company could not afford to enlarge the sales 
force. It usually required six months to train a new salesman, 
and the cost was approximately $1,200. The administration of 
the sales force took a large part of the sales manager’s time. 
The sales manager also was in charge of advertising and assisted 
in purchasing. 

The company sold several products to a few wholesalers. For 
example, it sold sweeping compound to several wholesale drug 
firms. This was the only product which those customers pur- 
chased from the company. The wholesalers frequently ordered 
by telephone. The company sold washing compound and the 
drain opener to 13 wholesale grocers and to 2 hardware whole- 
salers. The company had trade-marked and introduced those 2 
items in 1923, and in 1924 was advertising them extensively in 
newspapers and directly by mail. The specialty salesman called 
on grocery and hardware retailers to introduce those new products. 
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All orders received by that salesman were turned over to whole- 
salers designated by the purchasers. The company made some 
sales, however, directly to industrial consumers who used those 
two products in quantities. For example, it sold water softener 
by the barrel to creameries. The price to wholesalers was 15% 
less than the price to those customers to whom direct sales were 
made. Sales to wholesalers in 1923 of the products manufactured 
by the company were $45,200. The company did not resell to 
wholesalers any of the products which it purchased from other 
manufacturers. 

A salesman commonly made 1o calls a day on janitors or 
building superintendents of office buildings and schools, and 25 
a day on purchasing agents for retail stores. Calls were made 
once a week in office buildings and once a month in schools. The 
average institutional order received, exclusive of paper, was $10, 
except for schools, which ordered only on competitive bid con- 
tracts for a year’s supply. The retail stores were solicited once 
each 6 weeks and a majority of the orders received from them 
ranged in amount from $2.50 to $10. 

The Intervale Supply Company had three competitors in the 
territory in which it operated. Those competitors had complete 
lines, but did not manufacture all the products which they sold. 
The Intervale Supply Company had exclusive rights for the dis- 
tribution of several of the products which it purchased, but repre- 
sentation of the paper line was shared with competitors. It was 
the practice of the company’s salesmen to use the paper line as 
a leader for securing orders. The company did not cut prices 
on the other products. The purchased articles, and particularly 
the paper products, required considerable warehouse space. The 
articles which the company manufactured were not made until 
orders were received; warehouse space for those products, con- 
sequently, was limited to that required for raw materials. In 
1923 the company’s average inventory was $35,500; of this, 
$12,500 represented the paper inventory. 

The products which the company purchased for resale appeared 
to be unprofitable, but the salesmen contended that it was neces- 
sary to carry those items in order to make sales in other lines. 
The company at one time had instructed its salesmen to solicit 
orders for only those products manufactured by the company, 
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but the salesmen had reported that if such a practice were fol- 
lowed permanently they would lose customers such as the pur- 
chasing agents for office buildings and schools, who preferred not 
to split their orders. The company had not undertaken to in- 
vestigate the attitude of customers toward full-line firms and 
toward specialty firms. It was the offhand opinion of the sales 
manager that unless the company continued to purchase mer- 
chandise from outside sources it would have to confine sales to 
wholesalers and, consequently, to dispense with the services of 
half a dozen salesmen. 

Early in 1925, the company decided to discontinue the pur- 
chase of merchandise for resale and to market its own products 
through supply firms and wholesalers. 


CoMMENTARY: The loss experienced by the company during the 
first five months in 1924 was at least partly seasonal and, therefore, not 
a cause for alarm; nevertheless, the company had earned only small 
net profits in 1922 and 1923 and there was no reason for expecting an 
improvement. The question of a change in sales policy, consequently, 
was pertinent. 

In analyzing the data on sales, the first fact which should be brought 
out is that in 1923 over one-half the company’s sales of its own products 
were made to wholesalers. The total net sales were $273,693. The 
sales of goods purchased amounted to $187,359. The total sales of 
products manufactured by the company were $86,334, which included 
sales to wholesalers amounting to $45,200. The sales to wholesalers 
comprised solely goods made by the company. 

The purpose of purchasing merchandise for resale was to facilitate 
sales of the company’s products for use in schools, office buildings, and 
institutions. Sales of the company’s own products to that market 
amounted to $41,134, whereas the company’s resales of merchandise 
purchased amounted to $187,359. The company, therefore, was han- 
dling $187,359 of resale merchandise annually at small profit or esti- 
mated loss to aid in selling its own products to the amount of $41,134. 

If the company were to continue to purchase merchandise for resale 
as theretofore, it should have organized its business primarily as that 
of a firm of supply merchants, making its manufacturing operations 
incidental to its general merchandising business. If it were to operate 
as a manufacturing company, its decision to discontinue its purchases 
of merchandise for resale was sound; it could market its own products 
through supply merchants and wholesalers. 

Over one-half its output already was being sold to wholesalers for 
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distribution to retail stores. That portion of its business would not 
be affected by the change in sales policy. For the remainder of its 
business in the sale of its own products, supply merchants offered 
facilities which the company could not duplicate. Customers normally 
would buy such supplies at frequent intervals in small quantities for 
immediate delivery. Since a firm of supply merchants was selling 
many other products, it ordinarily could be expected to secure orders 
and handle shipments of this type at lower cost and with prompter 
delivery than the transactions could be handled by a small manufac- 
turer. 

By selling its output entirely to supply merchants and wholesalers, 
the company could reduce its sales expense substantially. The expense 
of purchasing merchandise for resale and of carrying it in stock could 
be eliminated. The burden on the executives of the company could be 
lightened and, under the new plan, they could devote their entire 
energies to the production and sale of the company’s own products. 


March, 1926 MeL ee 


RANIER MANUFACTURING COMPANY? 
MANUFACTURER—PUMPS 


DISTRIBUTION CHANNELS—Manufacturers’ Agent as Alternative to Whole 
salers in Development of New Territory. The company contemplated 
seeking a market in New England for the industrial pumps which it 
manufactured at its plant in Seattle. It was deemed impractical to 
establish a wholesale sales branch in the territory; consequently, a prob- 
lem arose as to whether to grant an exclusive agency for the territory to 
a firm of hardware wholesalers or to employ a manufacturers’ agent. 


(1919) 

The Ranier Manufacturing Company, of Seattle, manufactured 
pumps to be attached to tanks or barrels for handling liquids, 
such as lubricating oils, gasoline, distillate, kerosene, turpentine, 
shellac, varnish, belting cement, vegetable oils, molasses, syrup, 
and flavoring extracts. The chief features of these pumps were: 
a patented drip pan, which collected all drip and overflow, strain- 
ing and returning this to the container; speed in pumping heavy 
liquids; prevention of evaporation; and special facilities to assure 
ease of adjustment and operation. 

Four hundred and fifty of these pumps had been installed by 
one railroad company. This railroad expended annually $700,000 
for the purchase of lubricating oils. Prior to the installation of 
these pumps, the waste of oil through drippings had been figured 
at 5%. Most of this waste had been eliminated by the use of the 
pumps. The pump also had a market among retail merchants 
who sold oil and other liquids in bulk. Another market existed 
among farmers and shops that bought liquids in barrel lots. 

The retail selling price of the pump was $20. To wholesalers 
it was sold for $12 and to retailers for $16. 

The Ranier Manufacturing Company contemplated making 
arrangements for the sale of its pump in New England. Pre- 
viously it had sold its output chiefly along the Pacific seaboard. 
The manufacturer would pay the freight charges to New England. 
It did not seem practical to establish a wholesale sales branch at 
such a distance from the factory. 
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One means that was suggested for developing the market for 
this pump in New England was to grant an exclusive agency for 
the New England territory to a firm of hardware wholesalers in 
Boston. Another proposal was to arrange with a manufacturers’ 
agent, who also represented several other manufacturers of re- 
lated products, to sell the pump on commission to wholesale pur- 
chasers. It was expected that it would be necessary to pay such 
an agent 10% of his sales and to grant him a contract of several 
years’ duration. 


ComMENTARY: After the company had decided not to establish a 
sales branch in the New England market, a manufacturers’ agent was 
to be preferred to a wholesale hardware firm as territorial representative. 
A typical wholesale hardware firm would have provided distribution 
to hardware retailers and small shops, but its sales organization and 
methods would not have been effective in reaching railroads and other 
large industrial companies. A manufacturers’ agent, with only a few 
lines to sell, could have utilized more persistent sales methods for this 
product than would have been consistent with the methods of a typical 
wholesale firm. The manufacturers’ agent would take the place of a 
manufacturer’s sales branch and could be expected to secure orders 
from railroad companies, large industrial companies, and supply whole- 
salers, and to utilize the services of several hardware wholesalers for 
reaching scattered retailers. Inasmuch as the product was of a type of 
accessory equipment for which it was not necessary for the manufacturer 
to provide engineering and designing service, supervision of installation, 
or repair service, a manufacturers’ agent could have been utilized as 
a substitute for a manufacturer’s sales branch in a distant territory. 


February, 1926 MaelsC; 


LANE EQUIPMENT Company! 
MANUFACTURER—RAILROAD BRAKE LEVERS 


DISTRIBUTION CHANNELS—Manufacturers’ Agent as Alternative to Direct 
Selling in Development of New Territory. For negotiating the intro- 
ductory sales of its make of railroad brake levers and lever connections 
in the New England market, the company apparently had to choose 
between the employment of a manufacturers’ agent or the use of its 
own salesman. 


(1919) 

In 1918 the Lane Equipment Company decided to enter the 
eastern markets with its brake levers and lever connections for 
use on freight, passenger, and engine-tender equipment. Pre- 
viously the company had sold its products chiefly in the Middle 
West. Compared with other brake levers on the market, the 
Lane brake lever was stated to be 50% stiffer and 30% lighter. 
The prices at which that brake lever was sold to railroads ranged 
from $1.50 to $2.10, according to size. The lever connections 
were sold for $2.05 each. 

In New England the S. K. Thomas Company! was the principal 
distributor of railroad equipment. That company already carried 
a full line of railroad accessories and equipment, including levers 
and connections made by other manufacturers. Inasmuch as the 
S. K. Thomas Company did not believe that there could be many 
immediate sales of Lane equipment, it was not willing to under- 
take to introduce the new line: 

The Lane Equipment Company could send one of its own sales- 
men into the territory to sell directly to the railroad companies, 
but the cost at the start would be approximately 50% of the 
selling price. Although the salesman would devote his entire 
time to introducing these products, it was realized that his lack 
of established relationships in the territory would handicap him. 
The company estimated that, under such a plan, sales in New 
England probably would be made at a loss for at least five or 
Six years. 


Another possibility was for the company to make a contract 
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with A. S. Brown,” a manufacturers’ agent. Although Mr. Brown 
never had sold brake levers, he was favorably impressed with 
the Lane Equipment Company’s product and was willing to 
undertake to develop the market for it if granted an exclusive 
agency for New England for 10 years and a 10% commission 
on sales. The market for other railroad equipment sold by Mr. 
Brown was sufficiently developed to permit him to push the new 
line energetically. 

Mr. Brown’s method of securing orders for a new article was 
to convince the minor executives of a railroad company that he 
was offering a dependable type of equipment and then to lay his 
case before the president or other high official of the railroad 
company. He told the Lane Equipment Company that because 
of the amount of preliminary missionary work to be done, from 
three to four years might be required for the introduction of that 
company’s levers and lever connections. 

The Lane Equipment Company’s problem, therefore, was 
whether to sign a 10-year contract with Mr. Brown to sell its 
brake levers and connections or to place one of its own salesmen 
in the New England territory. 


CoMMENTARY: The particularly significant facts in this case are 
the following: The company was manufacturing and selling accessory 
equipment. The unit price of this equipment was not high. Individual 
orders were likely to be large. The number of potential purchasers 
was small. These purchasers could be expected to buy only at infre- 
quent intervals. In introducing this equipment, furthermore, it would 
be necessary, ordinarily, to persuade the prospective customer to 
change his preference from some other type of equipment already in use 
to that which was offered by the Lane Equipment Company. The fact 
that it was necessary to effect this change in preference made the prob- 
lem of the Lane Equipment Company different from that of a company 
introducing a type of equipment which would not displace or replace 
equipment already in use. 

If the company had employed its own salesman for the New England 
district, the salesman would have concentrated his attention on securing 
orders for the company’s product, whereas the manufacturers’ agent had 
several lines over which to diversify his efforts. The advantage of 
concentrated attention from the company’s salesman, however, would 
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have been offset largely by the influence of the established relationships 
of the manufacturers’ agent. 

The influence of established relationships is of especial consequence 
in this case because of the small number of potential customers, each 
of whom might be expected eventually to purchase in large quantities. 
In order to induce potential customers to change their preference from 
a type of equipment already in use to the type offered by the Lane 
Equipment Company, a period of prolonged negotiations with the 
prospective customers would have been necessary. In carrying on such 
negotiations it obviously would have been poor sales strategy for a 
salesman to have called on prospective customers at frequent intervals. 
With only a single line to offer and a restricted number of potential 
customers, it is doubtful if the market would have been sufficient in 
magnitude to have kept a salesman busy in selling the single line. The 
manufacturers’ agent, on the other hand, had several lines and a 
greater number of potential customers. The diversity of lines for which 
the manufacturers’ agent was seeking orders, furthermore, would have 
made it possible for him to call frequently on prospective purchasers 
of such equipment as the Lane Equipment Company was making and 
thus have afforded opportunities for keeping the negotiations on Lane 
equipment active without intrusively forcing the question on prospective 
customers before they were disposed to decide on the purchase. 

The period of introductory negotiations was expected to cover several 
years, whether those negotiations were handled by the company’s sales- 
man or by the manufacturers’ agent. The 1o-year contract demanded 
by the agent, therefore, was not unfairly long, either for the company 
or for the agent. 

Under the circumstances, it appears that it would have been sounder 
policy for the company to have employed a manufacturers’ agent rather 
than to have sent its salesman into this market. It is not clear, how- 
ever, why New England was separated from the other eastern markets 
in this case, and the decision as regards the New England market might 
well have been governed by the policy adopted for New York, Penn- 
sylvania, and other eastern districts. 

The case serves chiefly to emphasize the necessity of providing for a 
period of negotiation in introducing a new make of accessory equipment 
which supplants a type already in use. 


November, 1925 MarnC: 


STETLOW-CARROLL Company! 
MANUFACTURER—GRINDING MACHINES 


DISTRIBUTION CHANNELS—Establishment of Sales Branches as Alternative 
to Use of Manufacturers’ Agent. The company sold through manufac- 
turers’ agents the grinding machines which it manufactured. Since 
those agents also sold the products of numerous other manufacturers, 
their salesmen were not thoroughly familiar with the performance of the 
company’s machines and occasionally erred in their recommendations 
to purchasers. Despite the disadvantages of breaking established rela- 
tionships, the company decided to operate its own sales offices in the 
chief market centers in order to be able to exercise complete control 
over the sales methods used. 


(1923) 


The Stetlow-Carroll Company manufactured grinding machines 
in a wide variety of types, ranging in selling price from $1,500 
to $15,000 each. The company listed its grinding machines with 
manufacturers’ agents operating in districts where there was a 
general demand for machinery of this type. The sales agents 
sold for the Stetlow-Carroll Company’s account and received 
commissions on their sales. In 1923 the sales manager of the 
company proposed that the policy should be changed, and that 
sales should be made directly to users of the machines by sales- 
men employed by the company. The sales manager had reached 
the conclusion that the sales agents were not securing an adequate 
proportion of the total orders placed for such equipment and were 
not fully developing the potential demand. He also was con- 
vinced that the reputation of the company suffered in some 
instances because the wrong type of machine was sold through 
incorrect recommendations to purchasers. 

The company’s machines were designed to grind all kinds of 
metal, rubber, glass, marble, and other materials. Sales were 
made principally to manufacturers of automobile parts, tools, 
and other metal articles. 

The agents through whom the company was selling its machines 
did not handle competing products. In order to secure a satis- 
factory volume of sales, a sales agent usually sold about 30 lines 
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of tools and accessories. The interests of an agent, therefore, 
were so divided that his salesmen were not thoroughly familiar 
with the Stetlow-Carroll Company’s machines and with the oper- 
ations for which the various machines could advantageously be 
utilized. Although the company maintained a small force of 
traveling demonstrators who assisted in selling the machines and 
in supervising their installation, it was possible for these demon- 
strators to reach only a relatively small number of the potential 
purchasers. 

Inasmuch as a purchase of such installations required a large 
investment, each purchaser expected the machines to be efficient 
in operation. That result could not be assured unless the proper 
type of machine was recommended in accordance with each pur- 
chaser’s requirements. The grinding machines embodied compli- 
cated mechanisms and required careful installation and well- 
trained mechanics to operate and maintain them. Each machine 
ordinarily could be adapted for several purposes by the addition 
of one or more special parts. 

The sales manager recommended that, if the company ceased 
distributing through selling agents, one or more of its own sales- 
men should be placed in each important market for its machines 
in the United States. These markets included New York, Phila- 
delphia, Detroit, Cleveland, Pittsburgh, and Boston. It was 
estimated that before he began to solicit orders each new sales- 
man should spend from six months to a year in the factory in 
order to acquire familiarity with the construction and perform- 
ance of each machine. Then one or more of these salesmen 
would be assigned to each of the company’s sales offices, to be 
established in the large markets, to interview potential purchasers. 
When a prospective customer required recommendations regard- 
ing the type of machine to purchase, the salesman would be able 
to submit a dependable opinion, and after a sale had been made 
the salesman would supervise the installation of the machine. 
Thereafter, the company could maintain relationships with the 
user through the salesman, and complaints could be adjusted 
promptly. 

The company decided that the expense of maintaining the 
suggested sales offices would be more than offset by the increased 
volume of sales to be secured by direct solicitation. It was 
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apprehended, furthermore, that under the existing plan much of 
the correspondence pertaining to complaints probably never 
reached the company from the selling agents. 

Since the selling agents had made efforts over a period of 
years to build up clienteles to which they could sell grinding 
machines, the substitution of direct selling methods by the com- 
pany was expected to create ill feeling, and might result in the 
company’s representatives finding it difficult to approach cus- 
tomers who had had satisfactory business relations with the 
agents. On the other hand, there were instances in which the 
purchasers were dissatisfied because the agents had recommended 
the wrong machines and had failed to give sufficient supervision 
and instruction during their installation. 

The direct sales plan would not alter appreciably the amount 
of credit granted by the company or the terms of sale. It was 
possible that with complete control of the solicitation of orders 
a small reduction might be made in the losses from bad debts. 

Inasmuch as the company assembled and shipped machines 
only after orders were received, the district offices would not 
have to carry stocks of machines. They would carry stocks of 
repair parts, however. 

The Stetlow-Carroll Company adopted the policy of estab- 
lishing sales offices in all districts where there appeared to be a 
potential demand for its machines adequate to permit economical 
operation of the offices. A few selling agents were retained for 
securing orders in agricultural districts in the South and West, 
vhere the number of possible customers was small, and where 
the demand for grinding machines could not be increased sub- 
stantially by direct sales efforts. 


ComMMENTARY: The market for this company’s products, as for 
many other installations, was well defined; it was not difficult to ascer- 
tain the identity of potential users of such machinery. The market also 
was largely concentrated in a few industrial districts. Each purchase 
was made for a definite purpose and required a substantial investment. 
In order to effect sales and to assure the degree of satisfaction among 
customers which was necessary for maintaining and enhancing the 
reputation of the company and its products, the specific requirements 
of each prospective purchaser needed careful study. After a machine 
had been installed, furthermore, it was desirable that its operation 
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should be observed by a representative of the company which had sold 
it, in order to make sure that its performance was satisfactory. These 
services, in studying specific requirements and in inspecting the ma- 
chinery when installed, could be supervised more satisfactorily when 
the company employed salesmen directly on its own account than when 
the sales were entrusted to sales agents who also were selling numerous 
other products. In contrast with this situation is the case of the Ranier 
Manufacturing Company, which could be expected to make satisfactory 
use of manufacturers’ agents; that company sold accessory equipment 
of low unit value for which it was not necessary for the seller to study 
the specific needs of the purchaser or to provide supervisory service.” 

The Stetlow-Carroll Company apparently had attained a scale of 
operations large enough to warrant the adoption of a direct sales plan. 
The chief disadvantage in supplanting the sales agents by the com- 
pany’s own salesmen lay in the difficulties which would be encountered 
in establishing relationships expeditiously with prospective customers. 
Repeat sales of installations are made only at infrequent intervals, and 
the preparatory negotiations which precede each sale usually extend 
over a long period. The agents had negotiations under way, which it 
was by no means certain that the company’s salesmen could pick up 
at the point where the agent’s salesmen would drop them. A temporary 
curtailment of sales, therefore, was likely to be experienced. 

This case emphasizes particularly the sales service needed for selling 
installations and the importance of the prolonged negotiations which 
usually precede each sale. 


December, 1925 MeirsC 
*See page 32. See also Lane Equipment Company, page 34. 


CopPpER RANGE COMPANY 
PRODUCER—COPPER 


DIsTRIBUTION CHANNELS—Sales Department Utilized in Preference to Sell- 
ing Agents. The company, a producer of copper, discontinued its ar- 
rangement with a large selling agency which was controlled by another 
copper mining firm and which theretofore had marketed the company’s 
output, as well as that of several other copper companies. The com- 
pany decided to establish its own sales department, on the ground that 
closer contact with its market was desirable. 


(1920) 

In the latter part of 1920 the Copper Range Company, the 
second largest producer in the Lake Superior district, discontinued 
the arrangement whereby its output had been sold by the U nited 
Metals Selling Company and established its own sales depart- 
ment. At that time it was estimated that approximately 707% 
of the copper mined in the United States was sold through five 
selling agencies.* 

Since from 90 to 105 davs ordinarily elapsed from the time 
when copper ore was mined until the refined product was sold, 
the financing of copper-mining companies was an important part 
of a selling agency’s function; it was stated that selling agencies 
in the copper trade had developed partly because financial firms 
were unwilling to advance money unless they could have control 
of sales. The usual commission paid to a selling agency was 1% 
of the selling price. Prices were quoted by the pound, and terms 
formerly had been 30 days net, cash on delivery % of 1% 
discount. After the World War, the cash discount was in many 
cases discontinued, and terms were quoted of 10 days from the 
date of the bill of lading or cash on arrival. Copper commonly 
was sold on a delivered basis, since it was granted refining-in- 
transit freight rates. Refineries, where stocks of finished copper 
were carried, for the most part were located near the eastern 
seaboard of the United States in order to be near the principal 
industrial purchasers of copper. Smelters, however, were sit- 
uated near the mines. 

1See Richter, F. Ernest, “The Organization of the Copper Market,” Harvard 
Business Review, January, 1923, Vol. I, No. 2, pp. 196-211. 
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There were practically no merchants in the copper trade, with 
the exception of a few dealers in scrap metal. Since the market 
for copper was confined largely to a small number of well-known 
manufacturing companies, selling agencies sold directly to users. 
The principal users of copper were in the brass and electrical 
industries, in which a few large firms predominated. 

The Copper Range Company was incorporated in 1899 in 
Michigan, and in 1920 had a capitalization of $10,000,000. Ex- 
hibit 1 shows the company’s production from 1910 to 1921. 


EXHIBIT 1* 
PRODUCTION AND NET Prorit oF Copper RANGE CoMPANY 








Price Cost 
oO c Yield i Net 
cas Gons) db.) per tT. Lb. reas ares Profit 
TO2 Tae | eaese ls crea 30,000,O0G | at daxeiapa. txai| eget toxer sure | tease | ee 
1920 452,957 | 16,951,105 | 37.42 17.14 17.17 |$ 4,839t 
1919 614,342 | 23,082,498 | 37.57 18.67 15.35 972,654 


I9I0-19 | 1,071,746 | 28,581,304 26.67 18.87 10.87 2,293,955 


*Table taken from Walter Harvey Weed, The Mines Handbook, Vol. XV, p. 863. 
tEstimated. 
+Deficit. 

It was stated that in 1917 the Copper Range Company’s output 
was sold for the highest average price ever received by any copper 
company; namely, 28.735 cents per pound. 

The United Metals Selling Company, through which the Copper 
Range Company had sold its output until the latter part of 
October, 1920, was controlled by the Anaconda Copper Mining 
Company and sold copper for that company and seven other 
producers in addition to the Copper Range Company. 

It was stated that the decision of the Copper Range Company 
to establish its own selling agency was made because of the com- 
pany’s desire for closer contact with its market than could be 


furnished by a selling agency which handled the output of several 
companies. 


CoMMENTARY: ‘The decision of the Copper Range Company to 
establish its own sales department was not, in itself, a particularly sig- 
nificant event. It reflected a readjustment of sales plans during a 
period of severe depression by a company which had substantially 
strengthened its financial position during the preceding decade. The 
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fact that the selling agency which previously had sold the company’s 
output was controlled by another large mining company may have 
influenced the decision. The Copper Range Company’s relation to 
the selling agency, however, apparently had been no different in prin- 
ciple from the relations of numerous copper-mining companies to their 
selling agencies.? This case serves principally to record a few aspects 
of the relations between producers and selling agents in the copper 
industry, which probably are without parallel in other large industries. 


October, 1925 Marc. 


?See Richter, F. Ernest, “The Organization of the Copper Market,” Harvard 
Business Review, January, 1923, Vol. I, No. 2, pp. 196-211. 





GEYSER O1L REFINING CoMPANY! 
MANUFACTURER, WHOLESALER, AND RETAILER—MOTOR OIL 


ADVERTISING—Distinctive Color to Identify Product. The company wished 
to insure identification of its motor oil by consumers, in order to avoid 
substitution by retailers and to make its consumer advertising effective. 
To aid in identification, the company could feature either a two-quart 
container which it recently had developed, or the distinctive color of its 
oil. The retail price was less for bulk oil than for oil in tins, and con- 
sumers appeared to prefer to buy oil in bulk. The company decided to 
stress the distinctive color of its oil rather than the merits of the two- 
quart container. 


DISTRIBUTION CHANNELS—Retail Distribution Influenced by Manufacturer’s 
Emphasis on Bulk Rather than Package Sales—(Commentary). Because 
consumers appeared to prefer to buy motor oil in bulk, the company, 
which manufactured motor oil, decided to feature the distinctive color 
of its oil in its advertising rather than to stress oil in tins. The com- 
pany’s decision not to emphasize tinned oil meant that instead of 
attempting to obtain as dense retail distribution as possible through 
hardware stores, accessory stores, garages, and filling stations, the com- 
pany would depend chiefly upon selected filling stations and garages. 


(1923) 


During the first eight months of 1923, the Geyser Oil Refining 
Company’s sales of motor oil in tins constituted but 6% of its 
total sales of motor oil. The advertising manager was of the 
opinion that the company should attempt to sell a larger propor- 
tion of its oil in tins. Larger sales of tinned oil, he maintained, 
would permit a closer tie-in between the company’s advertising 
and its product, and would reduce the extent to which retailers 
substituted other oil for the company’s oil. The sales manager, 
on the other hand, was convinced that many consumers were 
unwilling to pay the price differential between tinned oil and oil 
in bulk and that much of the effort that would be required to 
increase sales of tinned oil would be wasted. 

The Geyser Oil Refining Company had begun to distribute 
high-grade gasoline and motor oil in 1911. The gasoline, under 
the trade name “Geyser,” was sold in the eastern part of the 
United States only. In 1911, 95% of the company’s motor oil, 


1 Fictitious name. 


44 


GEYSER OIL REFINING COMPANY 45 


which was called “Lubrikol,” was sold to dealers in bulk from 
tank wagons and in drums; 5% was put up in 5-gallon and 
1-gallon tins. A drum was a metal container holding from 50 
to 52 gallons; a half-drum contained 30 gallons, and a quarter- 
drum 15 gallons. Sales of Lubrikol in tins gradually increased, 
until, in 1917, they represented about 10% of the company’s 
total sales of motor oil. 

During the five years from 1918 to 1923 there was a large 
increase in the number of gasoline and oil filling stations oper- 
ated by refining companies and distributing companies. At those 
stations the demand for motor oil in tins was comparatively small; 
automobile owners apparently preferred to purchase bulk oil 
to be poured immediately into the engines of their cars by the 
attendants at the stations rather than to buy oil in tins. 

In 1923 the Geyser Oil Refining Company had 700 wholesale 
branches from which it delivered oil and gasoline. All those 
branches were in the eastern part of the United States, as the 
company’s sales in the West and South were not sufficient to war- 
rant the maintenance of wholesale branches there. In densely 
populated sections in the East the branches were situated at 
30-mile intervals; in sections less densely populated they were 
farther apart. 

The company’s salesmen who operated from these branches 
sold oil and gasoline in bulk, and oil in drums and tins, to garages, 
filling stations, hardware stores, and automobile accessory stores. 
Sales to hardware stores and accessory stores represented less 
than 1% of the company’s total sales of motor oils. In densely 
populated sections, a salesman called on each retail distributor 
once a week; elsewhere the period between salesmen’s visits varied 
from two weeks to a month. Tank wagons were used in dis- 
tributing bulk oil and gasoline to retailers located within reason- 
able distances from the branches. Retailers in localities remote 
from the branches purchased oil in drums. The company some- 
times sold fractional drums of oil directly to large industrial users 
and to individuals for use in their garages. Such sales, however, 
amounted to less than 1% of the total sales of Lubrikol. 

In the East the Geyser Oil Refining Company also owned and 
operated roo retail filling stations. The company was adding 
new stations gradually, but the sales of its stations represented 
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only a small part of its total sales. Lubrikol, for instance, was 
sold by about 40,000 retailers in the United States. Approxi- 
mately half as many retailers sold Geyser gasoline. 

Although it sold no gasoline in the Middle West or South, the 
company maintained salesmen in those territories to sell Lubrikol 
in drums to retailers. Shipments were made directly from the 
company’s refineries. 

On the Pacific Coast, Lubrikol was distributed by three whole- 
salers who sold that brand of oil exclusively. Since those whole- 
salers were at liberty to select their own methods of distribution, 
changes in the sales policies of the Geyser Oil Refining Company 
were not assured of immediate or uniform adoption in that section 
of the United States. The three wholesalers advertised locally, 
and also secured the benefit of the Geyser Oil Refining Company’s 
national advertising. 

The Geyser Oil Refining Company had established a wholesale 
price differential between oil in tins and oil in bulk adequate to 
cover the additional packaging and distribution costs of the tinned 
oil. The wholesale list price per gallon for bulk oil was 55 cents; 
for oil in drums, 60 cents; for oil in 5-gallon tins, 71 cents; and 
for oil in 1-gallon tins, 75 cents. The company did not advertise 
retail prices, but suggested that the retailers observe the follow- 
ing prices: 25 cents per quart; go cents per single gallon; 85 
cents per gallon for 5-gallon lots in bulk, whether purchased by 
the retailer in drums or from tank wagons; $5.10 for 5-gallon 
tins; and $1.30 for 1-gallon tins. Filling stations owned by the 
Geyser Oil Refining Company sold the products of that company 
only and adhered to the suggested retail prices for tinned oil. 
Other retailers, however, in numerous instances cut prices on oil 
in tins. Occasionally price-cutting became so serious that retailers 
were unable to sell tinned oil at a profit. The retail prices of the 
bulk oil, on the other hand, showed little variation. 

The total sales of the company in 1922 had amounted to 
$180,000,000. The advertising appropriation was $1,500,000. 
This amount included expenditures for road signs, billboards, 
circulars, magazine advertisements, and for all other forms of 
publicity. Although the company sold other petroleum products, 


the emphasis of the advertising was on Geyser gasoline and 
Lubrikol. 
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In 1922 the chemists of the Geyser Oil Refining Company 
had developed a new type of motor oil, which happened to have 
a distinctive color. In order to take advantage of that feature, 
the company emphasized the color in advertisements and devised 
a road-side oil pump with a glass cylinder from which oil was 
drawn for customers. Through the use of that pump the com- 
pany hoped to discourage substitution of inferior oil for Lubrikol 
and to permit identification of the product without the use of 
packages. The company had not installed the new pumps in 
its filling stations to replace existing equipment, but had leased 
new pumps to retailers who desired them. 

In 1922 the company also had developed a new type of can 
which was easy to handle without soiling the hands. Cans of this 
type could be manufactured readily in a 2-quart size, which was 
expected to prove popular because of its handiness. In the 
summer of 1923, the company’s salesmen made a special effort 
to stock garages, filling stations, hardware stores, automobile 
accessory stores, and other retail firms with the 2-quart tins. 
The price of the new 2-quart can of oil was 45 cents to retailers; 
the company suggested 65 cents as the resale price. The company 
allowed each retailer a maximum quantity discount of 10% on 
purchases of oil in tins if his total purchases of oil in that form 
during the year aggregated 750 gallons. On oil in bulk or in 
drums, total purchases of 1,250 gallons were necessary to secure 
this discount. 

In an effort to develop demand for the new 2-quart can, the 
company’s magazine advertising in the summer of 1923 stressed 
the convenience of that container. Sales of tinned oil, however, 
for July and August did not increase over the total for the same 
months in 1922, although sales of bulk oil increased 60%. ‘Tinned 
oil constituted about 6% of the total sales of Lubrikol during the 
first 8 months of 1923. 

The advertising manager favored the sale of a greater portion 
of the output of Lubrikol in tins. He deemed it necessary to 
market as much oil as possible in this way in order to prevent 
substitution and to afford a close tie-in between the advertising 
and the product. He was of the opinion that many retailers made 
a practice of putting into their own tanks or drums oil on which 
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their gross margin was larger than on advertised brands and 
selling that oil for whatever brand was requested. 

A competitor of the Geyser Oil Refining Company, the Eureka 
Oil Company,” produced Parex Motor Oil. Since that company 
did not sell gasoline, it was unable economically to operate whole- 
sale branches and tank wagons except in New York City. That 
company had advertised extensively over a period of years, with 
emphasis on tinned oil. As a result, in 1922 its sales of motor 
oil in tins were estimated to be about half the total sales of oil 
in that form in the United States. The Eureka Oil Company also 
sold a large volume in bulk, which, except in metropolitan New 
York, was distributed to retailers in drums. On Parex oil in 
drums the retailers’ gross margin was slightly less than on Lubri- 
kol purchased from tank wagons. So strong, however, was the 
demand from consumers for Parex Motor Oil that many filling 
stations stocked it as an additional brand. 

The sales manager of the Geyser Oil Refining Company con- 
sidered it inadvisable to attempt to increase the proportion of oil 
sold in tins. He held the opinion that consumer resistance to 
its purchase in this form was strong because bulk oil could be 
obtained more conveniently and more cheaply from filling sta- 
tions, and because free crank case service was increasing. Be- 
cause of the cost of the containers, retailers ordinarily were not 
called upon to fill crank cases with oil from tins. The sales man- 
ager believed a large majority of motorists never demanded a 
particular brand. He expected waste effort, consequently, if 
oil in tins was stressed in the company’s advertising. To dis- 
courage substitution, and to create consumer preference, he 
believed Lubrikol should be advertised with emphasis on its dis- 
tinctive color. 

The company decided to feature the distinctive color of its oil. 


ComMENTARY: The primary question in this case was whether to 
feature the new 2-quart can or the color of the oil in an attempt to 
stimulate sales. The industry was afflicted with the abuse of substi- 
tution of one brand of oil for another without the knowledge and 
consent of consumers. Hence, unmistakable identification of the com- 
pany’s product when bought by consumers was a major objective. 


? Fictitious name. 
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This identification was essential to render effective the special buying 
motives for the company’s oil. 

Both the 2-quart can, which bore the company’s trade-mark, and the 
distinctive color of the oil afforded means whereby the company’s brand 
could be identified by consumers at the time of purchase. The visible 
pump aided in identification, but the oil sold in bulk could be identified 
by its color whether or not the visible pump was used. Hence either 
plan of procedure could be expected to check substitution and to 
enable the company to stress the dependability of the quality of its 
product and other special characteristics. The prices at which the 
product was sold in cans and in bulk apparently were adjusted to 
compensate for differences in costs. Hence, neither method was to be 
preferred by the refining company solely from the cost standpoint. 

The company’s initial effort to increase sales of tinned oil by 
stressing the 2-quart container in its advertising had not been measur- 
ably productive. The 2-quart container was handy to use, but con- 
sumers apparently preferred to leave the task of putting oil into their 
cars to the attendants at filling stations and garages. Since the bulk 
oil was cheaper than the tinned oil, purchasers at filling stations and 
garages usually did not call for tinned oil. The color of Lubrikol sold 
in bulk furnished means of identification and consequently of protection 
to consumers on quality. That offset one of the advantages of the 
tinned package. The other advantages of the tinned package were 
more than counterbalanced by the strength of the motives for buying oil 
in bulk: the avoidance of unpleasant tasks, and economy in purchase. 

The company, to be sure, could have realized some advantage, in 
its effort to obtain the full benefit from the consumer preference which 
its advertising created for Lubrikol, by securing dense retail distribu- 
tion; and, if the company had decided to feature its 2-quart can, dense 
distribution for its product, not only in filling stations and garages but 
also in a large number of retail hardware stores and automobile acces- 
sory stores, would have been essential. 

In selling its oil in bulk, however, the company’s task was to induce 
consumers to patronize a series of carefully selected garages and filling 
stations, or its own filling stations, for the purchase of Lubrikol. 
Although the company would continue to accept orders for oil in tins, 
its decision to emphasize the color of the oil as a means of identification 
meant that its chief objective was to stimulate the purchase of oil in 
bulk by consumers from a series of selected garages and filling stations. 
The company thereby sought to cater to the strongest buying motives, 
beyond dependability in quality, which influenced consumers in the 
purchase of oil. 


March, 1926 M..1T.C. 


MeErseEY APPLIANCE CoMPANY! 
MANUFACTURER—ELECTRICAL APPLIANCES 


DISTRIBUTION CHANNELS—Exclusive Agencies as Alternative to Dense Dis- 
tribution. It was suggested that the company should sell the electrical 
appliances which it manufactured through a series of selected whole- 
salers with exclusive agencies instead of through all available distributive 
outlets, both wholesale and retail, as it was doing. The general manager 
of the company, however, was convinced that the company should obtain 
as dense retail distribution as possible, and, hence, was opposed to limit- 
ing distribution to selected wholesalers. 


Pricinc—Use of Varying Scale of Trade Discounts—(Commentary). The 
company, a manufacturer of electrical appliances, offered trade dis- 
counts which varied not only as between types of distributors—whole- 
salers, electric light and power companies, and other retailers—but also 
with the sales effort exerted by the distributors and with the size of 
their purchases. If the company had adopted a carefully formulated 
policy of retail distribution, as was suggested, it should have followed 
a one-price policy, varying price only on the basis of the quantity of 
appliances purchased. The preferential discounts would have been 
inadvisable. 


(1923) 

Because its sales were not increasing so rapidly as were those 
of its competitors, the Mersey Appliance Company in 1923 con- 
templated changing the distribution policies that it was following 
in selling electrical household appliances throughout the United 
States. The general question at issue was whether the company 
should continue to sell its products through all available distrib- 
utors or through a series of selected distributors. 

The company manufactured, for household use, flatirons, 
radiator heaters, heating pads, breakfast stoves, ranges, toasters, 
and soldering irons. The soldering irons were used also in ma- 
chine shops. In addition, the company manufactured electric 
heating elements for a firm manufacturing electric irons. 

The company maintained offices and warehouses in Boston, 
New York, and Chicago. Salesmen from the Boston office solic- 
ited orders in New England. The other Atlantic Coast and Gulf 
states constituted the territory of the New York office. The 
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remainder of the United States was the territory of the Chicago 
office. Four or five salesmen commonly traveled from each of 
the three offices. The company occasionally received orders 
through the mails. Most of the sales of Mersey appliances were 
made in the New England states and in the metropolitan dis- 
tricts of New York, Philadelphia, and Chicago. The orders 
secured from other districts of the United States were widely scat- 
tered; comparatively few sales were made in the Rocky Mountain 
district. 

The company sold approximately 80% of its output to whole- 
salers, 15% to retailers, 4% to manufacturers, and 1% directly 
to consumers. The customers included wholesalers of electrical 
goods, hardware wholesalers, electric light and power companies 
selling appliances at retail, contractor-dealers who sold electrical 
appliances and supplies, a few specialized retailers of electrical 
goods, department stores, drug stores, house-furnishing stores, 
hardware stores, and a few general merchandise stores. In sev- 
eral territories, in order to assist wholesalers, the company’s sales- 
men obtained orders from retailers and turned the orders over 
to the wholesalers to be filled. The company occasionally sold 
directly to retailers in territories where it did not receive adequate 
patronage from wholesalers. 

Among the retail distributors, the central stations of electric 
light and power companies, in theory at least, offered special 
advantages. Those stations were directly in contact with the 
potential retail market for electrical merchandise; each family 
that used electricity was a potential purchaser of electrical appli- 
ances. However, although the use of those appliances helped 
to increase the sales of electricity, many central stations did not 
operate stores in central locations or use aggressive methods in 
advertising and selling appliances. 

Contractor-dealers, like the electric light and power companies, 
were engaged exclusively in the electrical industry. An electrical 
contractor executed contracts for the wiring of buildings and 
performed repair work on motors and electrical appliances; he 
became a contractor-dealer when he opened a store for the sale 
of wiring supplies and other electrical goods. In the United States 
there was a large number of contractor-dealers, and their credit 
ratings and merchandising efficiency varied widely. A large 
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majority had small sales and were interested in their stores chiefly 
because of the discounts allowed dealers. Some contractor-deal- 
ers, however, had well-kept stores and used aggressive merchan- 
dising methods. 

The Mersey Appliance Company offered trade discounts grad- 
uated on a quantity basis. For wholesalers that made particular 
efforts to sell Mersey appliances the maximum discount was 48% 
from the retail list prices; the usual maximum discount for other 
wholesalers was 47%. A few light and power companies that 
purchased large quantities of appliances for sale at retail secured 
a 48% discount, but the Mersey Appliance Company ordinarily 
offered a discount of only 38% to central stations buying directly. 
The maximum discount for all other types of retail distributors 
was 35% from the retail list prices. 

The trade discounts allowed on individual orders were grad- 
uated according to whether the order was for a broken package 
of less than 6 appliances, for a standard package of more than 6 
and less than 24, or for a standard shipment of 24 appliances. 
For example, a central station received discounts of 30%, 35%, 
and 38%, respectively, on the three types of orders mentioned. 
This policy of graduated discounts had been adopted because of 
the higher proportionate expense incurred in filling small orders. 
No other quantity discounts were offered. The company urged 
its wholesale distributors to offer retailers discounts similarly 
graduated. The wholesalers, however, did not adhere strictly to 
this plan. 

In many instances, the company allowed a wholesaler part of 
the profit obtained on sales made directly to retailers in that 
wholesaler’s territory. Such concessions, however, were not made 
in accordance with any definite policy. The company was ex- 
periencing difficulty in obtaining satisfactory wholesale distribu- 
tion. Consumer demand apparently was not sufficiently strong 
in all sections of the United States to make wholesalers willing 
to stock Mersey appliances. 

The company’s discount policy had resulted in frequent dis- 
putes. Central stations which were entitled to only a 38% dis- 
count from the retail list prices often tried to secure a 48% 
discount; and contractor-dealers who were allowed only a 35% 
discount occasionally demanded the discount received by whole- 
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salers. The company, moreover, had been unable to maintain 
standard resale prices. Central stations frequently sold appli- 
ances at reduced prices in order to encourage use of electric 
current. 

It had been suggested at one time that the Mersey Appliance 
Company, in order to avoid trade disputes and to secure closer 
supervision of sales, should undertake to sell its products directly 
to selected retailers of electrical goods throughout the United 
States. The company had not given this plan favorable consid- 
eration, however, because it had been the policy of competing 
manufacturers to sell through practically all available retail 
outlets. 

Selling costs for the Mersey Appliance Company ordinarily 
were from 22% to 23% of net sales. The net sales amounted 
to slightly more than $1,000,000 in 1922. Normally the company 
spent a sum amounting to approximately 714% of net sales for 
advertising, principally in newspapers in the large cities. The 
company also sent circulars directly to potential customers whose 
names were submitted by retailers and distributed material to 
retailers for use in local circularizing campaigns. The sales man- 
ager estimated that the company’s strongest competitors expended 
on advertising about 10% of their annual net sales. 

The general manager of the company was convinced that the 
appropriation for advertising should be increased sufficiently to 
create consumer preference for the company’s products, and that 
the company should continue to sell through all available dis- 
tributive outlets. Increased consumer demand, he stated, could 
be expected to cause distributors to support actively the sale of 
the company’s appliances, and, thus, wide distribution could be 
effected. 

Other officers, however, held that it would be a sounder policy 
to distribute the appliances through selected wholesalers of elec- 
trical goods with exclusive territorial rights. Supporters of this 
plan maintained that wholesalers had not sought actively to build 
a market for Mersey appliances, because they had not been pro- 
tected from the competition of other distributors. Exclusive 
territorial rights, then, in conjunction with the expenditure of a 
nominal amount for national advertising, were expected to attract 
the cooperation of suitable wholesalers. 
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The general manager was of the opinion, however, that if exclu- 
sive representation were given to selected wholesalers the distri- 
bution of the products would be restricted; if electrical appliances 
were not available for purchase at as many places as possible, 
sales would be reduced. If a widespread consumer demand for 
Mersey products could be created by publicity, it appeared inad- 
visable to the general manager to limit the distribution to selected 
wholesalers. 


CoMMENTARY: The major problem in this case was the determina- 
tion of the type of retail distribution best suited to this company’s 
products. The company was aiming to have its goods available for 
purchase by consumers in as many retail stores as possible. The 
theory back of that practice, whether or not it was consciously realized, 
was that consumers preferred to buy electrical appliances at immediately 
accessible stores, as they bought cheese and crackers. No evidence was 
cited to support that practice by this company except the fact that 
competitors were using similar marketing tactics. 

The alternative policy was to have Mersey appliances offered for 
sale in retail stores which attracted patronage by the variety of mer- 
chandise of this class which they offered and from which consumers 
could make selections, by the service which they furnished to customers 
on merchandise purchased at their stores, or by the aggressive promo- 
tion of the sales of a particular brand. 

The unit price of electrical appliances was high enough to warrant 
consumers’ putting forth effort to visit stores beyond the neighborhood 
radius. The articles were durable and long intervals would intervene 
between repeat purchases by individual consumers. The annual per 
capita sales of such appliances in any one neighborhood, therefore, were 
small as compared with groceries, for example, and hence the aggregate 
volume of sales of appliances was not sufficient to enable numerous 
retailers in a.small community to gain a livelihood by selling appliances 
only. The practice which the company was following must have resulted 
in its merchandise being carried in stock by many contractor-dealers 
and other retailers who accepted that merchandise casually as a side 
line, on which little sales effort was to be expended. 

In my opinion, the company would have accomplished better results 
by adopting the alternative policy of selecting, for the sale of Mersey 
appliances, retail stores which were specializing in the sale of such 
goods and which were utilizing forceful merchandising methods. The 
decision as to whether to sell to contractor-dealers, public service 
companies, department stores, or other retailers would have been made 
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in each individual case on the merits of the merchandising service that 
the retail institution offered. The company’s advertising probably could 
have been made fully as effective in directing consumers to the stores 
of selected merchants as in leading them to expect to be able to pick 
up such merchandise at the nearest corner store. 

To carry out a policy of selected retail distribution it would have 
been necessary to grant exclusive agencies to wholesalers? or to have 
sold directly to the retailers. 

If a carefully formulated policy of retail distribution had been 
adopted by the company, it should have been accompanied by a one- 
price policy, whereby the only variations in price were for different- 
size packages. The special concessions to favored customers constituted 
a violation of a one-price policy. 


March, 1926 ‘ Mala: 
?See Devon Phonograph Company, 1 H.B.R. 303; commentary, 2 H.B.R. 484. 





TOURAINE Company! 
MANUFACTURER—FURNITURE 


DISTRIBUTION CHANNELS—Use of Exhibitions in Furniture Trade. For the 
furniture which it manufactured the company secured orders at the 
semiannual “markets” or exhibitions held at Grand Rapids and also 
by employing traveling salesmen to call upon retailers. The company 
had simplified its line and was advertising its product in several maga- 
zines of national circulation. Each retailer selling Touraine furniture 
was furnished with an elaborate portfolio illustrating the complete line. 
The company’s problem, in formulating a general sales plan for the 
future, was whether it should aim to sell the major portion of its output 
at the semiannual markets or by the employment of salesmen, port- 
folios, and advertising. 


MERCHANDISING—Advertising as Aid in Simplifying Line—(Commentary). 
The company manufactured and sold directly to retailers high-grade fur- 
niture, chiefly under its own brand. The company had begun to adver- 
tise that brand to consumers. This advertising would aid the company 
in its effort to simplify its line, since the advertising would enable the 
company to exercise control over the patronage of the consumers and, 
hence, to focus demand on relatively few patterns. 


BRAND DEVELOPMENT—Exclusive Agencies to Protect Retailers. The company 
manufactured and sold directly to retailers high-grade furniture, chiefly 
under its own nationally advertised brand. The company had granted 
a few exclusive retail agencies, but protected most of its retail custom- 
ers by not selling duplicate suites to different retailers in the same city. 
In view of the national advertising of its brand, the company contem- 
plated giving all its retailers exclusive brand protection instead of exclu- 
sive pattern protection. 


(1922) 


The Touraine Company, of Grand Rapids, Michigan, which 
manufactured furniture of distinctive quality, in seeking to sim- 
plify its line began to advertise its products to consumers. This 
gave rise to new problems of the company’s relation to retailers 
and the extent to which the company should depend for its sales 
upon the semiannual furniture exhibitions at Grand Rapids. 

Furniture exhibitions, or, as they were known in the trade, 
“markets,” were held twice each year, usually in January and 
June, at Grand Rapids, Michigan. At those markets, which were 
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attended by 2,500 to 3,000 buyers, most of whom represented 
retail stores, samples were exhibited by 400 to 500 manufacturers 
of furniture and other house-furnishing goods with plants outside 
of Grand Rapids; in addition, about 40 local furniture manu- 
facturers had their own showrooms at their plants. For the con- 
venience of the outside manufacturers, there were seven large 
buildings primarily used for the exhibition of furniture at the 
semiannual markets. Markets, which lasted three weeks, were 
instrumental in indicating the designs that would prove popular 
and in establishing market prices. Manufacturers who exhibited 
at Grand Rapids ordinarily did not find it necessary to maintain 
elaborate sample rooms at their plants. It was stated that retail- 
ers commonly ordered from 40% to 50% of their requirements 
for the ensuing 6 months’ period at the semiannual markets. 

In June, 1922, the average value of samples shown by out-of- 
town manufacturers was estimated at $3,000 per manufacturer. 
The expense of exhibiting furniture at Grand Rapids was not 
inconsiderable. A representative firm in 1922, for instance, was 
using 6,000 square feet of space at an annual rental of 50 cents 
per square foot. In addition to rentals, a manufacturer exhibit- 
ing at Grand Rapids incurred heavy expenses for freight and for 
time and expenses of his salesmen, all of whom ordinarily attended 
those markets. Space in the exhibition buildings was said to 
aggregate 2,000,000 square feet, not including local factory 
exhibition space. 

The semiannual markets at Grand Rapids had been an impor- 
tant feature of the furniture trade since about 1900. The associa- 
tion of local manufacturers which had been interested in develop- 
ing the markets had turned its attention in recent years to the 
possibility of inducing manufacturers of lamps, rugs, carpets, 
stoves, kitchen cabinets, refrigerators, and other house furnish- 
ings to exhibit their products. Manufacturers of office furniture 
and equipment did not exhibit at Grand Rapids, since in most 
cases they had not found furniture retailers desirable outlets for 
their goods. 

The furniture industry had tended to become specialized into 
the following divisions: (1) bedroom and dining-room furniture, 
known in the trade as ‘‘case goods”; (2) upholstered furniture; 
(3) chairs. Although some manufacturers made a general line 
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of furniture including all three of those divisions, in high-price 
furniture specialization was more common. Mirror manufactur- 
ing was an entirely separate branch, as were the iron and brass 
bed business and the office and school equipment business. 

The supremacy of Grand Rapids in the furniture trade was due 
to the quality of the local products rather than to the quantity. 
Much of the best furniture made in the United States was pro- 
duced in that region. That city had acquired advantages in the 
way of skilled labor, competent designers, and banks which were 
familiar with the furniture trade. Other furniture manufacturing 
centers in the United States were Jamestown, New York; Chi- 
cago, Illinois; Rockford, Illinois; and High Point, North Caro- 
lina. In several of those cities furniture exhibits were held, con- 
fined for the most part to local manufacturers. Competition was 
keen in the industry. Labor was the principal item of cost; raw 
materials constituted a small percentage of the cost of the finished 
product and the required mechanical equipment was not elab- 
orate. Hence, it was comparatively easy for new firms to enter 
the industry and intensify competition. 

Style in furniture was almost entirely a matter of period. De- 
signers went back to well-known types, such as early American 
Colonial, Queen Anne, Sheraton, and Chippendale, as starting 
points in bringing out new designs. In this respect practically 
all modern high-grade furniture consisted of reproductions. 
Although any one period might be more popular than another for 
several years, most manufacturers made furniture of all the well- 
known periods and did not specialize on any one exclusively. 
Style changes in furniture were commonly not rapid enough to 
cause depreciation in the value of goods manufactured for stock. 

In order to lower its investment in finished stock and to reduce 
the expense of getting out new samples twice a year for the Grand 
Rapids semiannual exhibitions, the Touraine Company from 
1918 to 1922 had cut down its line from 60 dining-room suites 
to 40, and from 50 bedroom suites to 35. Partly because of this 
simplification of the line, the permanent display space, used 
throughout the year, was reduced from five floors to two. The 
Touraine Company’s line, however, was still larger than that of 
many other high-grade manufacturers. 

One of the important features of high-grade furniture manu- 


TOURAINE COMPANY 59 


facturing was the length of time necessary to turn out the finished 
product. Many of the suites of bedroom and dining-room furni- 
ture made by the Touraine Company, for instance, required from 
five to seven months from the time the lumber was taken from the 
dry kiln to the time when the furniture was ready for sale. Owing 
to the length of time required for manufacture, it was usually 
necessary to make up high-grade furniture for stock. Makers 
of medium- and low-grade furniture, the manufacturing of which 
was a much shorter process, were able to manufacture to order, at 
least in part, and thus to avoid the expense of carrying large fin- 
ished stocks. Companies producing medium- and low-grade furni- 
ture also cut a much smaller number of different-patterned suites 
than did manufacturers of the more expensive products, thus 
securing the advantages of mass production. 

Although occasionally makers of expensive furniture found it 
profitable to cut as few as five suites of one design, it commonly 
was necessary to make a larger number in order to have the oper- 
ation show a profit. Since samples were made up in advance of 
the semiannual furniture markets, such firms as the Touraine 
Company found it necessary to begin manufacturing before they 
knew definitely what samples would prove popular at the coming 
exhibition. It was customary in such cases to carry the goods 
“in the white” and to finish them later according to the specifica- 
tions of the buyers. Nevertheless, samples which did not prove 
popular constituted an expense that had to be absorbed in the 
general overhead. Toward the end of a season the Touraine 
Company frequently made up medium-grade furniture on a quan- 
tity production basis to be sold at substantially lower prices than 
its regular output. 

Like other Grand Rapids furniture manufacturers, the Tou- 
raine Company made sales directly to retailers. Wholesalers 
were not numerous in the furniture trade except in some parts 
of the West. Where wholesalers were operating they commonly 
handled medium- and low-grade furniture. Chair factories often 
disposed of their output through wholesalers. Where wholesalers 
carried stocks, it was stated that they required a gross margin 
of 3314% on sales. Whenever goods were billed through them, 
but not carried in stock, a much smaller margin was sufficient. 
In several cities a difficult problem was presented by combination 
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wholesale and retail furniture firms, which frequently sold on an 
instalment basis. Furniture manufacturers usually did not main- 
tain branch warehouses or offices, with the exception of show- 
rooms in one or two large cities. It was estimated that there were 
between 15,000 and 16,000 furniture retailers in the United 
States. Although adequate data were lacking on expenses and 
the rate of stock-turn in the retail furniture business, there were 
reliable indications that expenses were high and the rate of stock- 
turn low. 

The Touraine Company had seven salesmen with exclusive 
territories, five of them east of Chicago. Because of the relatively 
high retail prices of Touraine products, it had been the experience 
of the Touraine Company that it was not worth while to have 
salesmen call on retailers in cities with less than 20,000 inhabi- 
tants. Manufacturers of cheaper furniture, of course, required a 
larger number of salesmen, since they sold to retailers in small 
cities and towns. 

The Touraine Company paid some of its salesmen on a straight- 
salary basis, others on a straight-commission basis, and some on 
a combined salary-commission plan. Men selling furniture, espe- 
cially the more expensive lines, practically were in business for 
themselves so far as control by the factory was concerned. Two 
of the Touraine Company’s salesmen, for instance, sold on salary 
for the Touraine Company and at the same time sold on com- 
mission for a manufacturer of medium-grade furniture in Grand 
Rapids. 

It was not at all uncommon in the furniture business for sales- 
men to represent more than one firm, although, of course, the 
same salesman did not sell for competing manufacturers. A sales- 
man who sold for several manufacturers in the furniture business 
sometimes was called a commission broker. Such commission 
brokers frequently had their own offices and employed salesmen 
either on salary or on commission to work directly for them; in 
some instances three or four salesmen selling on commission for 
different companies invested capital in a sales office and exhibition 
toom at a centrally located point in their territory. One firm, 
for example, sold for six furniture manufacturers in New York 
City and New York State as far west as, but not including, Buf- 
falo. That firm employed four salesmen, selling on salary and 
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commission. Of course, the exclusive territories of the six manu- 
facturers did not exactly coincide; therefore, there were some 
towns in which that firm could not sell the products of all the 
manufacturers that it represented. Furniture salesmen and com- 
mission brokers usually received commissions on all orders 
shipped to their territories, whether or not they were instrumental 
in making the sales. It was stated that 10% was a common figure 
for the commission on upholstered goods, 5% to 7% on “case 
goods,” and 5% on chairs. 

Customers of the Touraine Company usually bought approxi- 
mately half their season’s requirements at the Grand Rapids 
market. Before the next market occurred, a retailer ordinarily 
was called on only once or twice by a salesman from the Touraine 
Company. 

Although many furniture manufacturers quoted net prices to 
retailers, the Touraine Company quoted list prices subject to a 
single trade discount, ordinarily 40%. Terms were f.o.b. Grand 
Rapids, 2% for cash in 10 days, net 60 days. No attempt was 
made to maintain resale prices. It was stated that retailers 
handling Touraine furniture in small cities not uncommonly sold 
below the list prices, although many larger retailers, especially 
those who incurred high freight rates by reason of their distance 
from Grand Rapids, were obliged to set retail prices that were 
higher than the list figures. In several territories the Touraine 
Company had granted exclusive agencies to retailers. In others 
it had not done so, but following the common practice among 
high-grade furniture manufacturers, it did not sell duplicate 
suites to different furniture retailers in a single city. It was a 
frequently discussed problem among the executives of the Tou- 
raine Company whether the company should discontinue entirely 
the policy of granting exclusive agencies or adhere consistently to 
that policy in all territories. 

The brand of the Touraine Company was placed in an incon- 
spicuous position on all its furniture, with the exception of that 
sold to one or two large eastern specialty furniture stores which 
insisted on using their private brands. On the great bulk of the 
furniture manufactured in the United States, neither manufac- 
turers’ nor retailers’ brands were placed. 

In its policy of national consumer advertising, the Touraine 


62 HARVARD BUSINESS REPORTS 


Company also had departed from the beaten track of furniture 
selling. In addition to such mediums as the Ladies’ Home Jour- 
nal, Good Housekeeping, and House Beautiful, the Touraine 
Company used class publications such as Vanity Fair and Vogue. 
Prior to the beginning of the business depression in 1920, the 
firm’s advertising was of a general institutional nature. In 1921- 
1922, however, the policy was adopted of featuring a single suite 
of either dining-room or bedroom furniture each month, and 
retailers were urged to tie up with those advertising efforts by 
displaying the featured suite at the same time. 

Since the change in advertising policy, the company had re- 
ceived numerous inquiries from consumers. All such inquiries 
it had turned over to retailers in the localities where the inquiries 
originated. Each retailer selling Touraine furniture was supplied 
by the company with an elaborate portfolio illustrating the com- 
plete line. Since about 15% of the suites were discontinued and 
a like number added during each six months’ period, those port- 
folios were returned to the factory periodically in order that they 
might be brought up to date. Because the preparation and main- 
tenance of the portfolios was expensive, retailers were charged 
$50 each for them. That sum, however, was rebated when the 
retailer’s sales of Touraine furniture reached a specified volume. 


ComMENTARY: ‘The starting point for an analysis of this case is 
the statement that the company had followed the practice of other 
manufacturers of good quality furniture by not selling duplicate suites 
to different retailers located within a single city. Brands had been of 
little consequence in the furniture business. Price-cutting and wasteful 
duplications of stocks of identical merchandise had been avoided by 
means of the exclusive suites sold to each retailer. 

For a manufacturing company such as the Touraine Company prior 
to the inauguration of its advertising program, the control of distri- 
bution was largely in the hands of the retailers. Each retailer decided 
what suites to buy and from whom to buy without necessarily main- 
taining continuous relationships with a particular manufacturing com- 
pany. The semiannual markets afforded convenient opportunities for 
the manufacturers to display their designs and prices in competition so 
that the buyers could make their selections. The buyers secured pro- 
tection on resale by means of the rights to exclusive suites. If a buyer 
selected popular suites, he received the credit and many of the benefits 
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of the popularity; if his selections were unpopular, he bore the burden 
of that unpopularity. 

The custom of allowing exclusive rights for the sale of a suite of a 
particular pattern in a city made it necessary to have enough variety to 
afford protection to numerous retailers. The system of selling at the 
markets, furthermore, was conducive to a multiplication of patterns, 
since the more patterns a manufacturing company could show the 
better chance it had of striking the fancy of the visiting buyers. It 
was the resultant variety of styles and patterns with which the Touraine 
Company was trying to cope when it undertook a program of simplifica- 
tion. 

The advertising plans adopted by the Touraine Company and the 
emphasis on the Touraine brand were essential features of the program 
of simplification. At the same time the company was instigating far- 
reaching changes in its merchandising methods. 

The advertising was directed at consumers. Consumers, if influenced 
by the advertising, would identify the company’s product by its brand. 
The effect would be to enable the manufacturer to exercise some control 
over the patronage of the consumers. As the brand became stronger, 
the demand could be focused on relatively few patterns, changed from 
time to time as market conditions and consumers’ preferences dictated. 
At the same time, it was essential that the company should continue to 
offer a sufficient variety of styles to guard against loss of sales to con- 
sumers who were seeking distinctiveness.2 

Because of the high unit price of this class of furniture and the furni- 
ture’s distinctive qualities, it was not to be expected that competing 
retailers would wish to carry duplicate stocks. The Touraine Com- 
pany’s advertising tended to make the company’s brand a common tie 
for all the suites to which the brand was affixed. The use of the port- 
folios strengthened that tie. Hence, the brand was coming to stand for 
the company’s full line, and it was not to be expected that competing 
retailers would be any more willing to duplicate brands than they 
were to duplicate patterns; in this instance, with the use of the port- 
folios, duplication of the brand in competing stores would have had 
many of the disadvantages of duplication of patterns. 

The conclusion that the company should have granted exclusive 
agencies to retailers for the sale of furniture bearing its brand is 
unescapable. Such an arrangement, furthermore, would have strength- 
ened the advertising plan by providing for continuous relationships 
between the retailers and the manufacturing company. The use of 
aggressive sales methods, as, for example, the coordinating of window 


? An example of an even more exclusive type of demand is afforded by the Bige- 
low Furniture Company case, page 141. 
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displays and local advertising with the company’s magazine advertising, 
was essential for the full enjoyment of the effects of the company’s 
advertising; the sort of cooperation required could be looked for only 
under exclusive agency terms. One effect of the company’s policy, 
therefore, was to substitute exclusive brand protection for exclusive 
pattern protection. 

As rapidly as the company established strong, continuous relation- 
ships with retailers by granting exclusive agencies, the Grand Rapids 
markets were likely to dwindle in importance in that company’s sales 
plans. Other furniture manufacturing companies, catering to different 
buying motives, would continue to find the semiannual markets of as 
great service as before, in bringing together buyers from retail stores 
and in affording a keen stimulus to the manufacturers’ designers, but 
the Touraine Company was developing a type of business different 
from that of many other furniture manufacturers. The company’s 
policy was effecting economies in production by simplifying the line; 
it was establishing a reputation for the company’s brand among con- 
sumers; and it promised a change from dependence on the semiannual 
markets to continuous relationships with selected retailers. 


March, 1926 Morte eG 


VADNER DEPARTMENT STORE! 
DEPARTMENT STORE—MEN’S CLOTHING 


MERCHANDISING—Discontinuance of Unprofitable Department. Because the 
men’s clothing department in its store had operated at a loss for several 
years, the company contemplated discontinuing it. The merchandise 
manager, however, was of the opinion that the department should be 
retained because it created good-will for the company and served to 
make the store complete. 


(1925) 


For several years the men’s clothing department of the Vadner 
Department Store had shown a net loss from operations. Since 
the merchandise sold in that department was not related directly 
to the merchandise in which a majority of the sales of the store 
were made, the merchandise executives and the officers of the 
company, in January, 1925, discussed the advisability of discon- 
tinuing the department. 

The Vadner Department Store was located on the main shop- 
ping street of a commercial city in the Middle West in the district 
between the exclusive shops and the popular-price stores. In 
addition to men’s, women’s, and children’s wearing apparel, the 
store sold piece goods, furniture, house furnishings, and notions. 
It was estimated that most of the sales were made to families 
with annual incomes ranging from $2,500 to $10,000. The annual 
net sales of the store were about $12,000,000. The sales for 1924 
showed an increase of 0.1% over those for 1923. The store 
delivered about 75% of the merchandise which it sold. 

The men’s clothing department of the Vadner Department 
Store was located in a well-lighted section on the second floor 
of a building next to the main store. There was an entrance to 
this section from the second floor of the main store. Elevator 
service made it possible for customers to enter the men’s clothing 
department without passing through the main store. Men’s hats 
and shoes also were sold in this location, but men’s furnishings 
were sold on the street floor of the main store. 

The men’s clothing department sold business suits in dark and 
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the more popular light shades, four-piece sports suits, dress suits 
and tuxedos, palm beach suits, flannel trousers, extra pairs of 
trousers to match the suits, dress vests, overcoats, raincoats, and 
topcoats. The range of the retail prices of the suits was from 
$35 to $65; of the overcoats from $35 to $115; and of the top- 
coats from $30 to $75. In each of these three types of merchan- 
dise the most popular selling prices were from $45 to $50. Sales 
of trousers, vests, and raincoats decreased the amount of the 
average sales check in the department to $32. The store did not 
use private brands on its men’s clothing. 

Total net sales in the men’s clothing department for the year 
1924 were $410,000. The maintained mark-up in that year was 
22.4% of net sales. The net sales in the department for the fall 
season of 1924 amounted to $195,000. During that period, mark- 
downs were 11.4% of net sales. 

The direct expenses of the department, including advertising 
and salaries of salespeople, stock keepers, and buyers, were 13.4% 
of the department’s net sales. The indirect expenses charged to 
this department, including rent, heat, light, outside delivery, and 
general overhead expenses, amounted to 17.2% of its net sales. 
Thus there resulted an operating loss of 8.2% of net sales for 
the year 1924. The policy of the Vadner Department Store was 
to load its merchandise in all departments with a required discount 
of 6% of the billed price of purchases. The usual annual rate 
of stock-turn in the department was 6 times. The rate of stock- 
turn obtained in the department during the fall season of 1924 
was 2.7 times, as compared with 3.1 times for the whole store. 

Clearance sales were held in the men’s clothing department in 
July and January. At those times, all suits, overcoats, and top- 
coats in the department were marked at one price, $35. For the 
clearance sales a large quantity of new merchandise was pur- 
chased and offered in addition to the stock already accumulated 
in the department. A mark-up of approximately 37% of net 
sales ordinarily was placed on merchandise purchased especially 
for the sales. The result of offering different grades of merchan- 
dise at one price was that customers purchased the higher-quality 
merchandise and left that of lower quality. These special sales 
had been held for several seasons, and gradually a large quantity 
of low-grade merchandise had accumulated in the department. 
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During the two weeks’ sale in January, 1925, $39,000 worth of the 
regular stock of the department and $45,000 worth of the spe- 
cially purchased merchandise was sold. The stock on hand in the 
men’s clothing department after that sale had cost $40,500 and 
was valued on the company’s books at $60,000 at retail prices. 
The assistant merchandise manager estimated that the stock could 
be sold at retail for not more than $30,000. 

The merchandise manager of the Vadner Department Store 
regarded the men’s clothing department as to some extent a ser- 
vice department which created good-will for the store. He wished 
to retain the department because competing stores sold men’s 
clothing and because, in his opinion, the store would be incom- 
plete without it. By operating this department in addition to the 
men’s hats, shoes, and furnishings departments, the company 
made it possible for a man to purchase his complete outfit in the 
store. Moreover, women, who were the principal purchasers in 
the other departments in the store, frequently inspected and some- 
times bought suits and overcoats for their husbands. The mer- 
chandise manager believed that the men’s clothing department was 
in the best location available for it in the store. Although he had 
no definite information on the subject, he was under the impres- 
sion that several of the men’s clothing departments operated by 
the other department stores in the city also showed losses. 

The merchandise manager had tried several methods of 
sales promotion in the men’s clothing department in an attempt 
to increase its volume of sales. Although the amount of the net 
loss in the department had decreased, there were no indications 
that the department could be made to yield a normal profit in the 
near future. One of the assistant merchandise managers sug- 
gested that perhaps the chief reason for the unprofitableness of 
the men’s clothing department was that a department store was 
essentially a store for women and that men consequently preferred 
not to buy there. 

There was not sufficient space in the area allotted to men’s 
clothing for the inclusion of men’s furnishings. Even if there had 
been, however, the merchandise manager would have been unwill- 
ing to move the men’s furnishings department, since it was oper- 
ating at a profit in its location on the main floor. The assistant 
merchandise manager estimated that from 60% to 70% of the 
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men’s furnishings sold in the Vadner Department Store were pur- 
chased by women. 

If the men’s clothing department were discontinued, there 
would be a question as to how the space so released could be 
utilized. The yearly rental charge was $11,250, and any depart- 
ment occupying the space would be charged in addition with ap- 
proximately $60,000 of indirect expense annually. If no depart- 
ment utilized this space, these indirect expenses would be de- 
creased about $6,000 because of reduction in such expense items 
as receiving, marking, and inside delivery. Since the space was 
not near the main lines of traffic in the store, it would have to 
be used by a department which would attract its own customers. 
One possibility was that the space might be used for a hair 
dressing and manicure shop for women. The store operated a 
small manicure shop on the third floor, but the executives were 
contemplating the establishment of an improved shop, which 
might be more effective in drawing customers into the store. The 
space released by the removal of the men’s clothing department 
would be about the amount needed for this shop. As another 
alternative, the space might be used for the women’s shoe de- 
partment, which then was located on the second floor of the main 
store. That department had annual sales of about $340,000. If 
the women’s shoe department were moved, more space in the 
main store would be available for the expansion of other depart- 
ments. In general, however, the store was not handicapped by 
lack of adequate floor space for its selling departments. 


Commentary: The primary cause for the unsatisfactory showing 
of the men’s clothing department in this department store was the use 
of the same sort of merchandising methods in that department as were 
applied to the women’s shopping departments. The reasons advanced 
for continuing to operate the men’s clothing department, as well as 
the losses sustained in that department, all indicate a failure to com- 
prehend the merchandising problems involved. 

The argument that the department should be continued as a “service 
department,” to create good-will for the store, had no firm foundation. 
The bulk of the merchandise in other departments was sold to women. 
They would not have missed the men’s clothing department. In fact, 
if the loss in the men’s clothing department had been eliminated and an 
equal amount spent for giving better values in some other department, 


VADNER DEPARTMENT STORE 69 


more good-will could have been generated. The results do not indicate 
that the store would have been at a competitive disadvantage with 
other department stores if the department had been discontinued. In 
the men’s clothing department, in fact, the store was competing with 
men’s clothing stores rather than with other department stores, and the 
men’s clothing stores, if they were at all typical, used merchandising 
methods that were sounder than those of the Vadner Department Store. 

Since 60% to 70% of the men’s furnishings were sold to women in 
this store, the notion that it was necessary to carry men’s clothing so 
that a man could purchase a complete outfit in the store was super- 
ficial. A man’s suit or coat at a price of $45 or $50 is a primary 
purchase, whereas furnishings are accessories. 

The buying of merchandise of lower value by the store to be sold 
at so-called “clearance sales” of the regular line of men’s clothing on 
which genuine mark-downs were taken was poor merchandising. Not 
only was it unethical, if an impression was given to the public that 
all the merchandise offered was marked down in price; but the effect 
was to injure the reputation of the store, because the tendency would 
be for customers to rate the entire department by the poorest values 
that it offered. This practice, furthermore, had resulted in the accu- 
mulation of stocks of goods that were greatly overvalued. The average. 
retail price of the merchandise on hand in the department after the 
clearance sale in January, 1925, was twice the retail market price. 
The store showed a large net loss for the department on its books, 
but the statement regarding the overvaluing of the inventory indicates 
that the real loss was nearly twice as great as that shown. 

Under existing conditions the merchandise manager undoubtedly was 
correct in his opinion that the department could not be made to show 
a profit in the near future. A profit was not likely even in the distant 
future if the same merchandising methods were continued. 

Two courses of action were open to the executives of the Vadner 
Department Store for averting the loss in this department. One course 
was to merchandise the department on a man’s specialty basis rather 
than on the woman’s shopping plan, with the discontinuance of the 
practice of buying lower-grade merchandise for the special sales. The 
location of the department in the store was suitable for such a spe- 
cialty department. The other option was to discontinue the men’s 
clothing department. 

If the space had remained unused, the loss would have amounted ° 
to $11,250, the annual rent for that space, plus the burden of the 
indirect expenses, $54,000, that would have been transferred to other 
departments. The loss shown on the books to have been incurred in 
operating the department in 1924 was $33,600. The actual loss was 
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less, however, by the amount of the loading, 6% of the billed cost of 
the purchases. Since the net sales were $410,000 and the maintained 
mark-up 22.4% of net sales, the billed cost of goods sold was $318,160, 
and the loading credit, therefore, was $19,089.60. This indicates that 
the actual loss incurred by the department was approximately $14,510. 
Unless other means could have been found for using the space profit- 
ably, a change in merchandising methods should have been made in 
preference to discontinuing the department, for the discontinuance 
would have resulted in a loss greater than the loss incurred by operation. 


July, 1926 M. I.-C: 


HENDERSON Company! 
DEPARTMENT STORE—ELECTRICAL APPLIANCES 


MERCHANDISING—Addition of Competing Brands to Line. Prior to 1924 
the company had carried only one brand of electric washing machines. 
The machines were purchased at wholesale from a local public utility 
company, which made deliveries to consumers and provided repair ser- 
vice. The gross margin on the machines sold by the department store 
was slightly less than the average expense of operating the appliance 
department, in which the machines were included. In an effort to 
enhance the profits secured on sales of washing machines, the company 
added to its line two more brands of washing machines, of the same 
grade as the brand already carried but on which the gross margin was 
greater. 


(1924) 


For several years, the electrical appliance department of the 
Henderson Company’s store had sold one type of electric washing 
machine under the manufacturer’s brand name, “Diana.”* The 
manufacturer stipulated the price at which the machine was to 
be sold by retailers. Because of the low mark-up obtainable on 
this washer, the Henderson Company estimated that it suffered a 
loss on each machine sold. The buyer for the department, there- 
fore, in March, 1924, inquired about other electric washing 
machines and learned that the differences between the stipulated 
retail prices and the wholesale prices at which two manufacturers 
sold their machines were larger than was the gross margin ob- 
tained on the Diana. He presented this information to the 
merchandise manager of the Henderson Company and requested 
his advice as to whether the department should stock either or 
both of those brands of washing machines. 

The Henderson Company’s store was located centrally in the 
shopping area of a large city in the Middle West. The company’s 
total annual net sales were approximately $20,000,000. A large 
portion of the merchandise sold was in the upper medium-price 
classification. Charge accounts were opened for customers with 
satisfactory credit standings. 
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The electrical appliance department of the Henderson Com- 
pany was situated near the side windows on one of the upper 
floors of the store building. That department usually employed 
three salespersons. It sold electrical appliances of all kinds, 
including vacuum cleaners, heaters, ice machines, percolators, 
toasters, and irons. The department carried several of those 
articles in more than one manufacturer’s brand. Other depart- 
ments on the same floor sold kitchen furnishings, such as towel 
racks and holders, pots, pans, and kettles, and such hardware as 
tools and locks. The store sold about 250 Diana washers yearly. 
Operating figures for the electrical appliance department as a 
whole for 1922 and 1923, as shown on the books of the company, 
are given in Exhibit 1. 


EXHIBIT I 


SALES, EXPENSES, AND STOCK-TURN OF ELECTRICAL APPLIANCE 
DEPARTMENT OF HENDERSON COMPANY, 1922-1923 








Expense in Percentage Stock-Turn— 
Season Sales of Sales Times per Season 
Spring, 1922 $88,200 18.3% TOT 
Fall, 1922 42,350 27.6 1.6 
Spring, 1923 32,340 25.4 a5 
Fall, 1923 35,770 26.1 2.0 


*The stock-turn for this period was influenced by an unusually extensive special sale. 


The general methods of merchandising in the electrical appli- 
ance department differed in several ways from the methods used 
in other departments of the store. The salespersons, whether 
men or women, had to be specially instructed in the mechanical 
features of the appliances. It was necessary that the salespersons 
be able to explain the technical advantages of one make over 
another and the types of current and the voltage necessary for 
the proper functioning of the appliances. The merchandise man- 
ager estimated that it took about six months to train a sales- 
person properly for that department. Special provision had to be 
made for repair and service work on electrical appliances in use 
by customers. A repair man was employed by the electrical appli- 
ance department, and was sent, at the company’s expense, to 
repair appliances which broke down within the period for which 
they had been guaranteed. After that period, repairs were made 
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free or were charged to customers, according to circumstances. 

Electric washing machines were unlike most other depart- 
ment-store items in that practically all such machines bore manu- 
facturers’ nationally advertised brands and were sold at uniform 
resale prices. Moreover, since the unit price of a machine was 
large, the machines frequently were sold at retail on some plan 
of deferred payments. Approximately 90% of the Henderson 
Company’s sales of washing machines were made on a deferred- 
payment plan. Subject to the approval of the credit department, 
the company permitted customers to purchase furniture, rugs, 
and house and kitchen furnishings on deferred payments. The 
deferred-payment plan was uniform for all those departments: 
the customer made an initial cash payment of 20% of the selling 
price and paid the balance in four, six, eight, or ten monthly 
instalments, plus 6% interest per annum on the balance of the 
account due at the end of each month. Because of the definite 
resale price and the deferred-payment plan, the company seldom 
took sales mark-downs on electric washing machines. The ma- 
chines were not subject to deterioration, rapid style decadence, 
or radical price changes. The number of washing machines 
returned after purchase was negligible. 

The store made fully 85% of its sales of electric washing 
machines to women. So far as could be learned, women who 
expected to purchase electric washing machines visited several 
stores and compared the mechanical features, appearance, and 
prices of the various models shown. A delay of several hours 
or days usually occurred between a customer’s first inspection of 
a machine and her final purchase. The buyer for the electrical 
appliance department was of the opinion that women bought elec- 
tric washing machines chiefly in order to lighten the work of 
laundering and to shorten the time required for that work, and 
that they were influenced in their selection of a machine chiefly 
by its probable efficiency in operation and economy in use. The 
store’s largest sales of electric washing machines were in March 
and April, although many of the other articles in the electrical 
appliance department were sold in their largest volume during the 
Christmas season. 

The Diana washer was of the vacuum type. It was composed 
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of an iron stand holding a large copper container within which 
three inverted bowls moved up and down in unison when the 
machine was in operation. A clothes wringer was attached to the 
iron stand. All the moving parts on the machine were driven by 
an electric motor. The articles to be laundered were placed in 
the container with a quantity of water and flaked soap. The 
motor operated the inverted bowls, which alternately pushed the 
articles to be washed against the bottom of the container and 
sucked them away from the bottom. The construction of the 
Diana washers was such that they operated satisfactorily for 
many years and seldom required repairs or replacement of parts. 

The plant in which Diana washers were manufactured was 
about 200 miles from the Henderson Company’s store. A public 
utility company controlled the wholesale distribution of Diana 
washers in the city in which the Henderson Company was located. 
The utility company sold the washers at wholesale to the Hen- 
derson Company and to one other department store, which, on 
the whole, sold merchandise in a lower price range than that 
sold by the Henderson Company. The utility company also sold 
Diana washers at retail. No exclusive retail agencies were granted 
by the manufacturer of Diana washers. The public utility 
company sold Diana washers to the stores for $115 apiece and 
retailed them at the nationally advertised price of $145. The 
utility company allowed the department stores a cash discount 
of 2% for payment within ro days. The manufacturer of the 
washing machines advertised them nationally and guaranteed 
them for one year. The public utility company advertised the 
Diana washers in the local newspapers; the Henderson Company 
did not advertise the washing machines. Whether the machines 
were purchased from the department stores or from the public 
utility company, that company delivered the machines to con- 
sumers and furnished service and repair parts whenever neces- 
sary. The Henderson Company did not carry a stock of these 
machines but sold from a sample machine in the store. The 
public utility company retailed Diana washers on a deferred- 
payment plan under which a customer made an initial payment of 
$10 and paid the balance in 12 monthly instalments of $12.50 
each. Occasionally, in special circumstances, the utility company 
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accepted an initial payment of $5 and monthly payments of $2. 
Under this latter arrangement the total price was the same as it 
was on the basis of $10 down and $12 a month. 

For comparison with the operating figures of the electrical 
appliance department, Exhibit 2 gives operating figures for the 
misses’ dresses department of the Henderson Company for 1922 
and 1923. Misses’ dresses were regarded as typical of the shop- 
ping goods sold by the Henderson Company. Nine salespersons 
were employed in that department. 


EXHIBIT 2 


SALES, EXPENSES, Gross Marcin, AND STocK-TuRN oF MIssEs’ 
Dresses DEPARTMENT OF HENDERSON Company, 








1922-1923 
Expense i ro ock-Turn— 
Season Sales Percentage Moe Teo a Season 
Spring, 1922 $39,900 27,375, 28.1% 2.6 
Fall, 1922 51,800 22.3 26.9 4.9 
Spring, 1923 55,300 2273 30.2 4.8 
Mallrig23 74,200 23.0 26,3 5.6 


In purchasing such merchandise as misses’ dresses, the depart- 
ment buyer always had to consider style. Purchases frequently 
had to be made before conclusive evidence was obtainable as to 
the exact type of garment which would prove popular. The size 
of the stocks of dresses also had to be regulated so that the store 
would not have a large inventory of merchandise after the styles 
ceased to be popular. Because of style changes it sometimes was 
necessary for the department to resort to mark-downs in order to 
sell the remaining merchandise. Special sales of advantageously 
purchased merchandise were held in order to utilize a price ap- 
peal, which was judged to be strong in this type of merchandise. 

Because it did not seem possible for the electrical appliance 
department of the Henderson Company to make a profit in selling 
the Diana washers on the gross margin allowed, the buyer inves- 
tigated other available brands of washing machines. He found 
two nationally advertised electric washing machines, called 
“Vacuum Bowl’? and “Excellent,’? either of which would fit 
the requirements of the store and yield the store a larger gross 
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margin than it obtained on the Diana washer. The store had 
ample storage space available for such products. 

The Vacuum Bowl electric washer was similar to the Diana 
washer in that it was made with a copper container in which 
inverted vacuum bowls moved up and down. It had two inverted 
bowls instead of three and an additional set of gears which car- 
ried the shaft holding those bowls one-quarter of a turn around 
the cylindrical container during each up and down movement 
of the plunger. The buyer was of the opinion that the Vacuum 
Bowl washer was constructed of stronger materials and was 
better made than the Diana washer. The price of the Vacuum 
Bowl washer was $95 f.o.b. factory, and the freight rate from 
the factory to the store was $1.75 per machine. The usual retail 
price of the machine was $165. The Vacuum Bowl washer was 
advertised nationally but not so frequently as was the Diana 
washer. 

The Excellent washer was of what was known as the oscil- 
lating type. It likewise had a cylindrical copper container for 
the articles to be laundered, but instead of being stationary and 
vertical the cylindrical container was horizontal and rocked back 
and forth on its axis. The inside was corrugated to resemble a 
washboard and the motion of the container rubbed the clothes 
on the corrugation. This machine, like the other two brands, 
had an electrically driven clothes wringer attached. The Excel- 
lent washer was advertised to about the same extent as was the 
Vacuum Bowl washer. The Excellent washer was made in three 
sizes, costing at wholesale, f.o.b. factory, $55, $85, and $100, and 
selling at retail at $90, $140, and $165, respectively. The freight 
rate from the factory to the store was $1.50 per machine. 

Both the Vacuum Bowl washer and the Excellent washer were 
guaranteed by the manufacturers for one year. If it sold these 
machines, the Henderson Company would have to carry stocks 
of the machines, make deliveries to customers, and provide for 
repair work and replacements. The manufacturers both allowed 
retailers $1 for service on each machine sold. New parts could be 
obtained from the manufacturers in about two weeks. From 
previous experience the buyer for the electrical appliance depart- 
ment expected few mechanical troubles from the washing machines 
and thought that the allowances made by the manufacturers 


HENDERSON COMPANY 77 


were sufficient to cover the cost of any extra services necessary. 
Exclusive agents’ rights, furthermore, probably could be obtained 
from either or both manufacturers without guaranties by the 
Henderson Company as to minimum sales per year. Although 
the Henderson Company had not advertised Diana washers, 
the buyer recognized that it might be advisable to commence 
newspaper advertising for the new brands, on which larger gross 
margins were obtainable. The buyer estimated that the cost of 
stocking and delivering these washers, exclusive of freight, would 
be about $3 per machine. The company probably would not 
purchase fewer than six washers at a time, although it could 
order as small a number as it desired. 

The Henderson Company decided to sell both the Vacuum 
Bowl washer and the Excellent washer in addition to the Diana 
washer. Although the company believed it experienced losses on 
sales of Diana washers, it decided to continue to sell them 
because some of its customers preferred that brand. Moreover, 
sales of Diana washers increased the total volume of sales made 
by the department and thereby assisted in meeting the overhead 
charges. The store sold Excellent washers in three sizes. By 
selling the additional lines, the store made it possible for cus- 
tomers to examine and compare several types and models of 
washing machines without leaving the department. The store 
advertised the Excellent and Vacuum Bowl washers but did not 
advertise the Diana washers. The store’s credit terms for the 
new machines were the same as for the Diana washers. 

Sales of the electrical appliance department were about $3,500 
less in 1924 than in 1923. The expense percentage remained 
approximately the same, but the rate of stock-turn was less. 
During 1924 the sales for the entire store increased; the sales 
in the misses’ dresses department, for example, increased about 
$15,000, while the expenses and stock-turn in that department 
remained about the same as in the last half of 1923. 


ComMMENTARY: The decline in sales in the electrical appliance de- 
partment in 1924 could not be attributed solely, if at all, to the addi- 
tion of Excellent and Vacuum Bowl washing machines to the store’s 
line. The decline might have resulted from factors affecting the sales 
of other items in the department, from inadequate advertising, or from 
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poor salesmanship; yet, inasmuch as the sales of the entire store in- 
creased and such departments as the misses’ dresses department con- 
tinued to prosper, the experience of the electrical appliance department 
was not typical. In the face of that evidence, it will be necessary to 
have strong reasons if a conclusion is to be reached favorable to the 
company’s decision to increase the number of brands of washing 
machines which it carried. 

The first question is whether the company should have concentrated 
on one make of washing machine instead of carrying three. By stocking 
several makes, the store afforded consumers opportunity to make com- 
parisons of different machines within the one store, a practice common 
in other departments in a department store. 

When the company decided to add two more brands of washing 
machines, however, it was imposing a more difficult task on its sales- 
people, and assuming the expense of carrying larger stocks of repair 
parts. A still greater disadvantage in multiplying the number of lines 
carried was the obstacles to effective sales promotion which that pro- 
cedure interposed. The machines were technical in nature. They were 
competitive. The store could not well recommend to consumers the 
purchase of one make in preference to the other two; nor could it with 
good grace set forth the competitive merits of all three simultaneously. 
For promoting the sale of these machines, nevertheless, the use of 
forceful sales methods by retailer as well as by manufacturer was 
desirable. The company’s decision handicapped it in using such 
methods. It would have been sounder policy for the company to have 
concentrated its sales efforts on a single make of washer. 

The conclusion just stated, it should be pointed out, might have been 
different if the three makes of washing machines had been of distinctly 
different grades. The conclusion might also have been different if the 
store had undertaken to carry practically every make of washing 
machine, and to attract patronage on the grounds that it had a com- 
plete variety for selection, without emphasis on any one make. 

If the company had decided to concentrate on one make of washing 
machine, some other brand than the Diana probably should have been 
preferred under the circumstances. The reason for that statement is 
not the store’s estimate that a loss was incurred on Diana washers, for 
the saving resulting from the assumption by the public utility company 
of advertising, storage, delivery, and maintenance expenses probably 
offset the difference between the gross margin on Diana washers and 
the average gross margin on other goods in the appliance department. 
The chief reason for concentrating on one make of washing machine 
would have been to enable the store to undertake individualized sales 
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promotion plans, and that could not have been done by the Henderson 
Company for Diana washers while the local distribution of that brand 
was under the control of the public utility company. 

This case illustrates the fact that in merchandising a specialty good 
with a high unit price a department store must utilize sales methods 
different from those applied in its shopping departments. 


March, 1926 MEEZC. 


LEE SHIRT AND COLLAR COMPANY! 
MANUFACTURER—SHIRTS AND COLLARS 


DISTRIBUTION CHANNELS—Exclusive Agencies as Alternative to Dense Dis- 
tribution. The company, which manufactured men’s shirts of high qual- 
ity, had granted exclusive agencies to retailers when it anticipated that 
such arrangements would increase its sales volume in the cities where 
those retailers were located. In other cities the company sold shirts to 
numerous retailers. A department store requested an exclusive agency 
for the company’s brand of shirts. Although it was to continue to sell 
other brands of shirts, the store offered to purchase annually a larger 
quantity of the company’s shirts than had been bought annually there- 
tofore by the four stores in the city which sold those shirts. 


(1922) 


The Lee Shirt and Collar Company had been in operation 
since 1870. Its reputation had been built up by careful attention 
to quality and by national advertising on a moderate scale. It 
had 56 salesmen selling directly to retailers from 1o branch 
offices in the United States. Its collars and shirts were sold 
only under the Lee brand. The sales of the Lee Shirt and Collar 
Company had shown only a nominal increase for four years 
prior to August, 1922. A new sales manager employed in that 
year was convinced that the company’s policy of granting exclu- 
sive agencies in several large cities instead of selling to numerous 
retailers in each city was partially responsible for this lack of 
development. The management had had the question of dis- 
continuing exclusive agencies under advisement for almost two 
months when the Durrell Department Store! applied for the 
exclusive agency for Lee shirts in the city in which the ‘store 
was located. 

The Durrell Department Store operated a men’s furnishings 
and clothing department in which the sales of shirts amounted 
to about $25,000 a year. All merchandise handled in the depart- 
ment was of first quality. The department’s clientele included 
both men and women. The sales manager of the Lee Shirt and 
Collar Company estimated that in general 60% of the men’s 
shirts sold in retail stores were bought by women. The Durrell 
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Department Store had a modern building located in the center 
of the shopping district. It was one of four stores in the metro- 
politan district which had been carrying Lee shirts and collars 
in stock; four other stores also sold Lee collars but did not carry 
Lee shirts. The combined sales of Lee shirts in the district 
amounted to $21,000 in 1921. If it was granted the agency, 
the Durrell Department Store not only would agree to place 
a minimum order of $22,500 for Lee shirts during the next year, 
but would also agree, even though it continued to carry other 
brands of shirts in stock, to devote special advertising and sales 
efforts to Lee shirts and to use the greater part of its shirt 
display facilities for the Lee line. In asking for the exclusive 
agency, the management of the Durrell Department Store called 
attention to the fact that the Durrell Department Store’s adver- 
tising of Lee shirts would have value not only in the city and its 
suburbs, but also throughout a much wider area because of the 
wide circulation of the city newspapers. 

The Lee Shirt and Collar Company had granted several exclu- 
sive agencies for shirts in large cities. It had considered each 
request on its merits, the primary consideration being volume 
of sales. When the combined sales in a city had not equaled 
the amount which a store would agree to take when asking for 
an exclusive agency, the request usually had been looked upon 
with favor. In order that an agency be granted, it had been 
necessary, however, for a store to meet the company’s require- 
ments as to local prestige, location, and quality of merchandise 
carried. 

The executives of the Lee Shirt and Collar Company were 
of the opinion that Lee shirts, because of materials and work- 
manship, were of a quality which only a store with a clientele 
which demanded high-grade merchandise could afford to carry. 
For this reason, the executives theretofore had concluded that 
ordinarily an exclusive agent with such a clientele, who would 
make special advertising and sales efforts, could secure larger 
sales of Lee shirts than would be obtained in the aggregate by 
several stores selling in competition and not giving special atten- 
tion to any one brand. 

In selling collars, which amounted to about one-half its total 
sales, the Lee Shirt and Collar Company had followed a different 
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policy. The company had sought to secure general distribution, 
on the ground that consumers commonly bought collars in stores 
that were conveniently located. Theretofore, when an exclusive 
agency for shirts had been granted, there had been a question 
of the probable effect on collar sales. In such instances the 
sales manager, however, had explained frankly to the other 
retailers in the city that the company’s business could be increased 
by concentrating shirt sales in one store and that its interests 
required the change. As a result the company usually had 
succeeded in retaining the patronage of retailers selling its collars. 


ComMENTARY: The Lee Shirt and Collar Company apparently was 
drifting along in marketing its products without a definite, coordinated 
merchandising plan. It lacked a real policy with regard to the granting 
of exclusive agencies. There is no indication that it had determined 
whether it should aim at stimulating the demand from men or at 
effecting sales to women. The buying motives to be aroused differed 
for the two types of market, and the merchandising plan should not 
have been the same for both types. 

Although the sales manager of the company estimated that in general 
60% of the men’s shirts sold in retail stores were bought by women, 
the evidence regarding the quality of materials and workmanship em- 
ployed in the manufacture of Lee shirts indicates that the product was 
one for which a special demand might have been stimulated among 
men. If a policy were to have been adopted of focusing the merchandis- 
ing plan on sales to men, then the request of the Durrell Department 
Store for an exclusive agency for Lee shirts should not have been 
granted even though the store offered to buy more Lee shirts annually 
than the company previously had been selling in the city. The store 
apparently was a typical department store, which received the bulk 
of its patronage from women. If the Lee Shirt and Collar Company 
had granted the request for the agency, it would have been barred 
from securing distribution of its shirts in specialty shops patronized 
by men of the type likely to buy its grade of merchandise. Although 
an exception might be made in the case of a store which operated a 
strongly organized specialty department, an exclusive agency ordinarily 
should not be granted to a department store for the sale of an article 
that is purchased chiefly by men. 


February, 1926 M. T.C. 


CHOCOLINK BEVERAGE CoMPpANY! 
SELLING AGENT—CHOCOLATE PREPARATION 


DISTRIBUTION CHANNELS—Exclusive Retail Agencies for Introducing Con- 
venience Goods. The company, a selling agency controlled by a manu- 
facturing company, acquired exclusive sales rights to a chocolate prep- 
aration manufactured by secret process and used chiefly, with milk or 
water, as a base for a beverage. The manufacturer had attempted to 
market the product through wholesale grocers, but without success. 
Distribution then had been undertaken through retail milk companies, 
which undertook aggressive selling methods for the product. In view of 
its limited financial resources, the sales company decided to continue to 
sell the product through retail milk companies, granting them exclusive 
agencies, rather than to undertake the larger expenses of securing dis- 
tribution in retail grocery and retail drug stores. 


(1924) 

For three years the Hayden Company’ had endeavored to 
secure a market for its product, but with only moderate success. 
The company manufactured Chocolink, a preparation composed 
of chocolate, cocoa, vanilla, sugar, and milk, which was sold in 
powdered form for use in making a hot or cold drink, fudge, 
frosting for cake, or a filler for sandwiches. The process of 
manufacture was secret but could not be patented. In 1923 the 
company had sold 1,000,000 pounds of Chocolink. Without 
additional investment, the factory could manufacture 1,500,000 
pounds annually. 

In December, 1923, exclusive sales rights to Chocolink were 
granted for to years to the Chocolink Beverage Company, a 
sales corporation controlled by the president of the manufacturing 
company. The Chocolink Beverage Company considered the 
relative advantages of marketing the product through wholesale 
grocers and wholesale druggists, through retail milk distributing 
companies, and directly to retail grocers and retail druggists. 

The Chocolink Beverage Company was capitalized at $25,000; 
stockholders were willing to subscribe $10,ooo. To secure 
additional funds, however, the corporation would have had to 
apply to other individuals or to banks. Individuals lending to the 
corporation might have required a controlling interest in it, and 
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the president knew of no bank that would lend to the company 
until it could show a profitable operating statement. The Choco- 
link Beverage Company would not maintain stocks of finished 
product; it was estimated, however, that $12,000 of the $25,000 
capital would be in accounts receivable or in cash. The remainder 
was to be utilized for sales promotion. Credit was to be extended 
to customers for 10 days only. 

The Hayden Company had stressed the use of Chocolink as a 
base for a beverage, because the company had been convinced 
that that would be the most popular use for the product. The 
drink was prepared by mixing a small quantity of boiling water 
with the powder and then adding hot or cold milk or water. 
The milk content of the powder was 2.5%. The Hayden Company 
figured that the total cost of manufacturing and packing Choco- 
link was slightly more than 19 cents a pound. The largest single 
cost was for materials; about 50% of that cost was for sugar. 
The powder was packed in one-pound containers for retail dis- 
tribution. 

The retail price of Chocolink in 1923 had been 35 cents a 
pound; the Hayden Company had sold the product to distributors 
at 25 cents a pound. According to the contract between that 
company and the Chocolink Beverage Company, the sales com- 
pany was to pay the manufacturer 21 cents a pound; 1o days’ 
notice of any change in price was to be given by the manufac- 
turing company. It had been proposed that the retail price 
recommended by the manufacturer be raised to 40 or 45 cents 
a pound. No action, however, had been taken on this proposal. 

The chief competing product of Chocolink as a drink was 
marketed in fluid form. After a bottle of that preparation was 
opened, the preparation spoiled within a week, it was stated by 
representatives of the Chocolink Beverage Company; whereas, 
an open package of Chocolink stored in a dry place would not 
deteriorate for several months. A 4o-cent bottle of the liquid 
preparation, when properly diluted, made approximately one-half 
as much beverage as a 35-cent package of Chocolink mixed to the 
same consistency. The liquid preparation was marketed through 
retail milk distributing companies. Another competing product 
was sold in powdered form. It retailed at 50 cents for 8 ounces 
and was sold by the manufacturing company’s salesmen to retail 
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grocers and druggists. That product, however, was not so sol- 
uble a preparation as Chocolink and could not be prepared with 
cold milk. Chocolink had an advantage over ordinary chocolate 
and cocoa in that it could be prepared instantly, without cooking. 

In 1921 the Hayden Company had made an experimental 
attempt to distribute its product through wholesale grocers in 
Connecticut. That state had been chosen because the president 
of the company had been acquainted with those wholesalers. 
The company had spent $3,000 for advertising and in employing 
specialty salesmen; wholesalers and retailers had purchased the 
product, but consumers had manifested no interest in it. 

After this failure, the Hayden Company had made an effort 
to secure distribution by granting exclusive agencies to milk 
distributing companies. Fourteen such companies had accepted 
agencies. The product was retailed in one-pound boxes from 
their wagons. Because the use of Chocolink increased the demand 
for milk, the Hayden Company had expected that those milk 
companies would urge their drivers to sell the product. The 
wages of the drivers were the same whether their wagons were 
loaded fully or only partially. Consequently, by selling Choco- 
link, the milk companies lowered unit costs of distributing milk 
slightly, since existing equipment was utilized and fixed charges 
were not increased. The 14 companies had sold 1,000,000 
pounds of Chocolink in 1923. The more aggressive of those 
milk companies had succeeded in selling satisfactory quantities 
of Chocolink and in so doing had increased their sales of milk. 

The following excerpts concerning the distribution of Choco- 
link were taken from the contract between the Hayden Company 
and the milk distributors: 

The company agrees to sell to the distributor as much of said 
powder as the distributor shall require from time to time during 
the term of this agreement or any extension thereof for distribu- 
tion in said territory, and that it will not during said term know- 
ingly sell any of said powder to any other person for distribution 
in said territory. 

The distributor agrees not to distribute or sell any of said 
powder outside of said territory, nor to sell or distribute any of 
said powder under trade-mark, trade name, or designation other 
than Chocolink, and not to use, handle, or sell any other powder, 
syrup or other preparation used for the same or any similar pur- 
pose, during the term of this agreement. 
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The sales manager of one of the milk companies which had been 
most successful in selling Chocolink was convinced that the 
Hayden Company had used the most advantageous method of 
distribution. That milk company had advertised Chocolink in 
local newspapers and had displayed signs on its wagons which 
indicated that a customer could secure Chocolink by ordering 
it from the driver. The milk company also had undertaken a 
campaign to increase sales; samples of Chocolink had been dis- 
tributed and salesmen had called at the houses where the com- 
pany’s milk was delivered; booths for the sale of Chocolink had 
been operated at trade expositions and at several amusement 
parks. Sales of Chocolink had trebled in that milk company’s 
territory following this sales promotion, but later they had 
declined until they were only 50% more than the sales preceding 
the campaign. 

The executives of the Chocolink Beverage Company learned 
that east of the Mississippi River there were 56 milk companies 
which would make suitable exclusive agents for Chocolink. If 
each of those companies ordered 8,000 pounds per month, which 
was the quantity of Chocolink distributed by one milk company, 
the annual sales would be 5,376,000 pounds. The executives 
recognized, however, that drivers of milk wagons could not 
always be depended upon to make an effort to sell Chocolink. 
Drivers were paid straight salaries and were interested in dis- 
tributing milk as quickly as possible. In most localities, because 
of competition, one milk company did not have complete distri- 
bution. The president of the Chocolink Beverage Company 
stated that many milk companies hesitated to act as agents for 
Chocolink because they had been unsuccessful in marketing 
similar products. 

As an alternative to distribution through milk companies, it 
was proposed that Chocolink be sold exclusively to wholesale 
grocery and wholesale drug companies. Under this plan the 
sales corporation would employ specialty salesmen to introduce 
the product to wholesalers and to secure orders from retailers 
to be filled by wholesalers. When wide distribution to whole- 
salers had been secured, the Chocolink Beverage Company would 
undertake a general advertising campaign. If specialty salesmen 
were necessary after the product was introduced, they could 
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secure orders from retailers for the major part of the retailers’ 
requirements. Wholesalers could fill those orders and could 
accept and solicit additional orders. The adoption of such a plan 
might result in national distribution quickly. Products similar 
to Chocolink were marketed in this way. Since wholesale com- 
panies had storage facilities, they accepted quantity shipments; 
this rendered it unnecessary for the manufacturing company to 
make provision for extensive warehouse space. The executives 
of the Chocolink Beverage Company believed that for the most 
part wholesalers were satisfactory credit risks. The sale of 
Chocolink at soda fountains, moreover, which would be insured 
by distribution through wholesale druggists, would have adver- 
tising value. 

The president of the Chocolink Beverage Company objected 
to this plan because of the experience of the Hayden Company 
in distributing Chocolink through wholesale grocers in Connecti- 
cut. The average wholesale grocer or wholesale druggist dis- 
tributed hundreds of different articles; it was his function to 
furnish those which were in demand rather than to develop a 
market for new products. The president was of the opinion 
that since the Hayden Company was not prepared to manufacture 
enough Chocolink for national distribution, it might be advisable 
to concentrate sales efforts in limited territories. Production, 
however, could be increased 50% with an expenditure of only 
$2,500 for additional machinery. No extra space would be 
required. The Hayden Company furthermore had another plant 
which could be utilized for the manufacture of Chocolink if 
sales increased more than 50% of existing capacity. 

By establishing its own sales force and selling Chocolink 
directly to retail grocers and druggists, the Chocolink Beverage 
Company would be able to select the retailers to whom it wished 
to sell, to control distribution and sales effort closely, and to 
obtain a larger gross margin than could be obtained on sales to 
wholesalers. The cost of maintaining an adequate sales force 
would be large, however, and in order to sell directly the company 
would have to carry stocks at warehouses and to open accounts 
with numerous retailers. 

The Chocolink Beverage Company also considered marketing 
Chocolink through chain stores. In that way wide retail distri- 
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bution might be secured with one or two salesmen, because of 
the central buying agencies of the chain store companies. Chain 
stores usually carried their own reserve stocks and frequently 
contracted for a year’s supply in advance. The number of those 
stores was increasing, and they were widely patronized. It was 
the opinion of the executives, however, that as a rule chain 
stores did not undertake to introduce or to create a demand for 
new products. It was possible, moreover, that unit stores would 
refuse to sell Chocolink if its distribution through chain stores 
proved unsatisfactory. 

The Chocolink Beverage Company decided to market Choco- 
link through milk distributing companies if possible. The com- 
pany employed two salesmen to attempt to establish exclusive 
agencies with the leading milk distributing companies east of 
the Mississippi River. The president of the company was thor- 
oughly convinced that, in view of the limited capital of his com- 
pany, distribution by means of retail milk distributing companies 
was the most satisfactory method. 


ComMENTARY: This is an example of a problem typically faced by 
a company with meagre financial resources which seeks to introduce on 
the market a new product of merit. If the company had been able to 
command adequate capital on acceptable terms to finance its operations 
for several years, it probably would have undertaken an extensive 
program of advertising to consumers, either locally or on a national 
scale, and it would have sought to have its product placed on sale in 
as many retail grocery stores and retail drug stores as possible. The 
article quite clearly belonged in the class of convenience goods and 
therefore should have attained dense distribution. 

Under the circumstances, however, a plan of such broad scope was 
not feasible for the company. Its task was to find a satisfactory 
alternative plan, either for temporary or for permanent use. Even 
though it was not conclusive, the experiment tried in Connecticut was 
discouraging to an attempt to distribute the product through ordinary 
wholesale and retail trade channels. The failure may have resulted 
from poorly prepared advertising copy, poor selection of mediums, or 
inadequacy of the amount spent for sales promotion. The sale of 
1,000,000 pounds by 14 milk companies in 1923 proves that the in- 
terest of consumers in the article could be aroused and that they made 
repeat purchases. The inference to be drawn from this fact is that 
the failure of the Connecticut experiment was not to be accounted for 
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by an inherent weakness in the plan itself but by poor execution. What- 
ever the cause of the failure in that instance, however, the company 
was not disposed to risk its meagre capital in further experiments of 
that sort. 

The proposal to sell directly to unit stores deserves no serious con- 
sideration. The cost of selling a single article of low unit value directly 
to unit stores would have been prohibitive. That plan, moreover, would 
not have coped effectively with the basic problem of appealing to con- 
sumers’ buying motives. The proposal of seeking orders from chain 
store companies likewise held little promise, since those companies 
seldom were willing to take on a new product until a substantial demand 
had been stimulated among consumers.” 

This seems to lead to the conclusion that the retail milk companies 
afforded the most promising means of marketing Chocolink. Those 
firms to which agencies were granted obtained an opportunity for in- 
creasing their earnings without adding heavily to their expenses. If 
56 companies each had sold annually a quantity of Chocolink as great 
as the average quantity sold by each of the 14 dealers in 1923, the 
company’s sales would have amounted to 4,000,000 pounds a year. 
This was substantially more than could have been produced in the 
company’s plant even with the expenditure of $2,500 for the purchase 
of additional machinery. Inasmuch as another plant was available, 
however, the increase in sales up to 4,000,000 pounds a year could 
have been provided for. That volume of sales, it seems, would have 
been satisfactory to the company. 

So far as the preceding analysis goes, it indicates that the Chocolink 
Beverage Company was fortunate in having a product in which milk 
retailers could be interested so easily. Seldom does a company with a 
new product to introduce find such a simple solution. 

Although the soundness of the company’s decision to market its 
product through milk retailers is granted on grounds of expediency, it 
is not wholly satisfactory to let the case rest there. Two contingencies 
have not been provided for: (1) the danger that the secret process 
may be duplicated by another company with greater financial re- 
sources; and (2) the possibility that at some later date a further ex- 
pansion of sales may be desired. 

If a competitor were to duplicate the company’s secret process and 
execute a comprehensive plan for advertising to consumers and effecting 
distribution in numerous retail grocery and retail drug stores, the com- 
petitor could feature his brand more strategically than the Chocolink 
Beverage Company could feature Chocolink. 

In a single city one milk company served only a portion of the 
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population. The consumers who purchased milk from other milk com- 
panies would remain ignorant of Chocolink. A substantial segment of 
the potential market in each city, therefore, would not be reached by 
the plan on which the company had decided. There would be a con- 
stant temptation to seek to exploit the undeveloped demand or appre- 
hension that failure to do so would leave an easy opening for a com- 
petitor to enter the market. 

If the company were to reach a stage eventually at which more 
thorough exploitation of the potential market were to be attempted, the 
practice of relying on the milk companies would be a handicap, since 
it would be necessary for the company to shift distribution to retail 
stores and to risk a temporary dropping off of sales while the shifting 
process was being carried out. 

While the plan which the company adopted may have been the most 
practical under the circumstances, it did not lend itself to a thorough 
exploitation of the potential market, nor was it invulnerable against 
competition. 


March, 1926 MoTsC; 


STRAND GLOVE Company! 
MANUFACTURER—GLOVES 


DISTRIBUTION CHANNELS—Development of Consumer Insistence to Promote 
Sales to Retailers. The company sold the gloves which it manufactured 
directly to retailers in cities with populations of more than 25,000. The 
expense was too great, in proportion to potential sales, to warrant send- 
ing the salesmen to smaller cities and towns. It was proposed, there- 
fore, to attempt to stimulate so strong a demand among consumers in 
the smaller cities and towns that retailers would be induced to order the 
gloves from the manufacturer by mail. 


(1922) 


The Strand Glove Company sold directly to retailers in the 
large cities in the United States, but the expense was held to be 
too great to justify sending salesmen into cities with less than 
25,000 population. The desire to increase sales, however, brought 
up the question in 1922 of whether it would not be worth while 
to attempt to secure orders from retailers in the small cities. 

The company employed 28 domestic salesmen, who visited 
their customers and potential customers once each spring and 
each fall selling season. In making up a season’s line of samples, 
the company considered the style element in men’s gloves neg- 
ligible, but in women’s gloves it played a large part, especially in 
lengths; although style variations in colors also occurred, the fact 
that leather did not readily take dyes restricted that style range. 
The company carried stocks only in the staple styles, lengths, 
and colors. It sold leather, cotton lisle, and artificial silk gloves. 
The leather and silk gloves were manufactured near Gloversville, 
New York, whereas the larger proportion of the lisle gloves were 
imported from Germany and France. In the domestic as in the 
foreign manufacture of gloves over 50% of the manufacturing 
process was done by workers in their homes, cutting being the 
chief operation performed in the factories. 

The advertising agency which held the Strand Glove Com- 
pany’s account, submitted a plan designed to aid the company 
in selling gloves in small cities. That agency recommended that 
the company advertise during the autumn of 1922 in three issues 
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of a national weekly, and in one issue each of a women’s maga- 
zine and a “Quality Group” monthly. The text of the copy which 
the agency proposed to use in those three mediums follows: 


Wuy “A Parr or StrANDS” Means “A Parr oF GLOVES” 


When you say— 

“T want a pair of Strands,” to any American glove merchant, he 
is not likely to answer— 

“Excuse me, what was it you wanted?” 

He knows that you want gloves—good gloves..... And he 
will show you Strands if he has them, or explain the merits of 
another brand. 

It is much the same in London or Capetown, Melbourne or 
Cairo. 

Wherever gloves are a recognized part of men’s and women’s 
apparel, you will find recognition of the name Strand. 

But here is the danger of reputation: —-while “Strands” stands 
for “gloves,” all gloves are far from being Strands. A distinction 
with a difference! 

For the retail dealer does not make the gloves he sells... . . 

He may be a better judge of hand-wear than his customer, yet 
he, too, must rely on the maker’s faithfulness in maintaining the 
promised quality. 

The makers of Strands have kept faith with the trade and with 
glove wearers. 

That is the only secret of Strand prestige. That is why the 
name represents very definite standards throughout the glove in- 
dustry. 

And that is why we stamp the name in the wrist of every pair. 

You could not have a more reliable guide to reliable gloves, to 
authentic style, and to true economy. 

Men and women spend little money and less thought on gloves, 
in comparison with the rest of their attire. Yet nothing improves 
their appearance so much, for such a small outlay. 

The well-gloved man or woman is usually a well-dressed person. 

Send us the name of your dealer if he cannot supply you, and 
we will send our booklet of 89 styles for men, women, and children. 


STRAND GLOvE CoMPANY 
5th Avenue New York 


In addition to this text each advertisement was to contain a 
cut of a pair of gloves with the name “Strand” prominently dis- 
played on the buttons. 

As a result of these advertisements it was expected that inquir- 
ies would be received from consumers giving the names of the 


STRAND GLOVE COMPANY 93 


retailers from whom they purchased gloves. It also was hoped 
that the demands made upon small-town stores by customers 
desiring Strand gloves would be so great that retailers them- 
selves would write to the Strand Glove Company requesting 
catalogs and samples. It was planned to follow up inquiries from 
consumers and retailers with circulars, showing prices, styles, 
and selling points of Strand gloves, and also to offer inducements 
to retailers to send for samples from which they could make 
selections. A plan had been worked out whereby retailers who 
ordered Strand products by mail would be able to secure each 
season a full line of samples. Assurance was to be given them 
that their orders would receive the same attention as those 
secured by the salesmen. A discount in price was expected to 
provide sufficient inducement for the retailers to send in their 
orders by mail. 


CoMMENTARY: ‘The advantages that would accrue to the company 
from the operation of this scheme, provided it were successful, were 
obvious. In its favor were the reputation of the company and the good 
quality of the merchandise. Nevertheless, the obstacles to be over- 
come probably were insuperable. The object was to create an attitude 
of insistence among consumers which would induce them to defer pur- 
chases when retailers did not have Strand gloves in stock, and which, 
furthermore, would lead them to send the names of recalcitrant retailers 
to the Strand Glove Company. The company then would attempt to 
persuade the retailers to purchase a stock of Strand gloves by mail. 

The company’s product was not so unique or distinctive in quality, 
nor was the amount to be spent in advertising so large, as to warrant 
faith that by this plan consumers would be persuaded to defer their 
purchases indefinitely, that they would write to the company in large 
numbers to give the names of retailers who did not carry Strand gloves, 
or that many retailers could be persuaded by correspondence to add 
Strand gloves to their stocks. 

The advertising program that was planned might well have been of 
assistance in promoting sales of Strand gloves in cities covered by the 
company’s salesmen, but it was not to be expected that the advertising 
would revolutionize consumers’ buying habits in other cities and towns. 


March, 1926 Tie Le Ce 


CARDIFF MANUFACTURING CoMPANY? 


MANUFACTURER—TWINE 


ADVERTISING—Promotion of a Fad. The market for undyed jute twine 
manufactured by the company had been inexpansible. A small lot of 
dyed twine was offered for sale experimentally and a demand appeared 
unexpectedly among women, who used the twine for crocheting shopping 
bags and other small articles. The fad spread rapidly. The company’s 
problem was whether to undertake a short intensive sales drive or a pro- 
gram extending over several years. 


(1921) 


Through the rise of the fad in the latter part of 1921 for 
crocheting purses, hand bags, and other small articles out of 
twine, the Cardiff Manufacturing Company, manufacturing jute 
twine, secured an opportunity to extend a theretofore inexpansible 
market. 

The bulk of the company’s sales had been made directly to 
large industrial users, such as rug manufacturers, and to the 
United States Post Office Department. Distribution to miscel- 
laneous industrial users and to retailers, such as hardware stores 
and stationery stores, had been obtained through wholesalers. 
None of the products of the company ever had been branded, 
and the Cardiff name was practically unknown to household con- 
sumers. The market for packing twine had been stable, and it 
had been possible to estimate the annual consumption in advance 
with a high degree of accuracy. It was evident that the Cardiff 
Manufacturing Company had been securing its full share of 
business in open competition with other manufacturers of similar 
products. 

During the summer of 1921 the company dyed a quantity of 
ordinary jute twine in various colors as an experiment. This 
twine was sold to two wholesalers in New England. Shortly 
afterwards orders for more colored twine were received from these 
wholesalers, and more dyed twine was made to fill the orders. 
Then additional orders for the item came in, and wholesalers 
inquired whether a wider variety of colors could be obtained. 
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A representative of the company made an investigation in the 
cities covered by these wholesalers and found that the colored 
twine was being sold to women for crocheting shopping bags and 
other small articles. Here apparently was an opportunity to 
make the name of the Cardiff Manufacturing Company known 
to individual consumers. A variety of shades and colors were 
selected and balls of crochet twine made up with a Cardiff trade- 
name band around each. Specialty salesmen were employed by 
the company to call on department stores in New England to 
secure orders for Cardiff Crochet Twine. Direct shipments were 
made by express as soon as orders were received, but wholesalers 
were allowed their usual commissions on the sales. At the fac- 
tory a designing department was established to work up samples 
of various novelties which might be made with the twine. 

In order to build up a large demand for Cardiff Crochet Twine 
for the Christmas season, the Cardiff Manufacturing Company 
employed an advertising agency and appropriated $40,000 to 
be spent during the 10 weeks remaining before Christmas. The 
demand spread rapidly in New England cities, and so much busi- 
ness was secured that the Cardiff Manufacturing Company 
began making plans to extend this branch of its business so as 
to secure national distribution of Cardiff Crochet Twine. 

This presented a problem as to whether the Cardiff Manufac- 
turing Company should undertake a national advertising cam- 
paign extending over several years, or should spend the funds 
available for advertising in a short, intensive campaign; also as 
to whether the company should undertake primarily to secure 
national distribution through wholesalers, or should establish a 
showroom and sales office in New York City to attract orders 
from department store buyers visiting the city. 


CoMMENTARY: The manner in which the demand for colored twine 
appeared indicated that use of the twine probably was to be a fad. 
A fad usually is shortlived. The demand for a fad can be intensified 
by aggressive sales methods, but its life seldom prolonged. The com- 
pany, therefore, should have used such funds as were available for 
advertising in a short intensive campaign. In order to exploit the fad 
to the utmost, the company should have undertaken to sell colored 
twine directly to metropolitan department stores and to obtain orders 
from department store buyers visiting New York in the search ‘for 
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novelties. When the metropolitan department stores led the way in 
offering such merchandise, their example ordinarily would be followed 
rapidly by department stores and dry-goods stores in other cities. 
Orders should have been accepted from wholesalers, but the whole- 
salers could not have been relied on to exploit the market fully. The 
wholesalers probably would have been so cautious in taking on such 
a new product that a heavy demand from them could not have been 
expected to materialize until the fad was well developed and, there- 
fore, approaching the end of its popularity. 

In marketing a fad, the largest results can be secured by applying 
intensified sales efforts at the outset at strategic points, rather than by 
the process of gradual development, which is suited for building a 
market for many other types of new products. 


February, 1926 Mle: 


BEATON & Company! 
IMPORTER—PHONOGRAPHS 


DISTRIBUTION CHANNELS—Selection of Retail Distributors for High-Price 
Novelty. The company secured the exclusive rights for importing and 
selling a small French phonograph in the United States. The product 
was a new invention, a novelty, and it was expected that the retail price 
would be between $25 and $35. The company previously had imported 
building materials and railway materials. Hence, it had no established 
relationships with retail merchants which would facilitate the initial dis- 
tribution of the new article. It was necessary for the company to select 
a suitable type of retail distribution. 


SALES PLANNING—Reduction of Seasonal Fluctuations in Sales by Addition 
to Line—(Commentary). The company imported cement, railway ma- 
terials, and allied materials. It desired to offset the seasonal fluctuations 
in its sales, and for this purpose it arranged to import, under exclusive 
rights, a small French phonograph, which was of recent invention. The 
company was correct in expecting the sales of such a novelty to manifest 
different seasonal fluctuations from those of the other materials which 
it sold, but, since the same sales organization could not be used for both 
classes of merchandise, the company could expect no substantial econo- 
mies from the nominal smoothing out of its aggregate sales curve. 


(1924) 


Beaton & Company imported cement, railroad materials, and, 
occasionally, other allied products. In 1924 the company desired 
to lessen the seasonal fluctuations of its sales, and, as a means 
to that end, decided to import other products, the sales of which 
would not fluctuate coincidently with the sales of the materials 
that it then was selling. In April, 1924, a representative of 
Beaton & Company, who was sailing for France, was instructed 
to secure for the company, if possible, the exclusive import and 
sales rights in the United States and Canada for a recent French 
invention, the Etoile,’ said to be the smallest phonograph in the 

world. The representative was successful in his negotiations with 
the inventor. The contract under which the exclusive rights 
were granted was signed in May. The contract provided for 
the purchase by Beaton & Company of 10,000 machines yearly 
and could be terminated by the inventor at the end of any 3-year 
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period during which 30,000 machines were not taken by the 
importer. Beaton & Company could terminate the contract at 
one year’s notice. 

In the latter part of November, 1924, Beaton & Company had 
not decided whether to distribute the Etoile through wholesalers 
or directly to retailers, the type of retail distribution to seek, the 
price policy to follow, or the advertising appeals to employ. The 
first shipment, of 300 phonographs, was due to arrive in New 
York for the Christmas trade. 

The Etoile had been invented and patented in the spring of 
1923. It was put on the market in France and England in June, 
1924, and in October, 1924, further improvements in construction 
were made which were expected to render it mechanically satis- 
factory. The perfected Etoile weighed about 4 pounds, including 
the carrying case. That case, which was 2 inches by 4 inches by 
8 inches, was made of wood and covered with leather. At first 
sight the case might be taken for a vanity box. A Thorens spring 
motor, with overall dimensions of 2 inches by 3% inches by 5 
inches, manufactured in Switzerland by the same company which 
manufactured the motor for a high-grade domestic cabinet pho- 
nograph, was attached by top and bottom plates to one end of the 
carrying case. That motor had been tested by engineers of a 
large American adding machine company and pronounced reliable 
in every respect. The motor consisted merely of a spring, two 
wheels, and a governor, and was designed to play a 1o-inch or 
12-inch record with one winding. It was constructed more solidly 
than was usual for so small a motor, in order to enable it to with- 
stand hard usage. The solid construction also played an impor- 
tant part in the quality of tone and in the elimination of vibration. 

All parts except the motor were detachable. The detachable 
parts included a turntable approximately 3 inches in diameter, 
a handle, a reproducer similar to those found in cabinet Shon 
graphs, but smaller, and an 8-sided, cone-shaped, collapsible horn 
approximately 8 inches in length ahd Y% inch to 3 inches in diam- 
eter. A patented disk, about 2 inches in diameter, screwed over 
the record into the turntable to prevent wabbling. The reproducer 
consisted of 8 separate parts and was so constructed that it could 
be used not only for Victor, Columbia, and similar records, but 
also for Pathé and Edison records. This versatility was obtained 
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by merely turning the reproducer to the left or to the right. The 
horn answered the same purpose as sounding boards and cabinets 
in large machines. The horn was fitted to the reproducer by a 
rubber connection which prevented mechanical and harsh sounds 
and absorbed disturbing vibrations. A swivel brace which fitted 
into the case held the horn and reproducer in place. The machine 
could be assembled in two minutes. Patents covered the rubber 
connection between the reproducer and the horn, the collapsible 
horn, the motor, the case, and the machine as a whole; the name 
was trade-marked. All parts except the motor were made in 
Paris, and the machine was assembled there. 

In June, 1924, when the Etoile was sold first in France, it 
had but one competitor, the Carolphone,? which had been placed 
on the market about 3 months previously. The Carolphone was 
slightly larger than the Etoile, about 4 inches by 514 inches by 
6% inches, weighed about 5 pounds, and was said to be con- 
structed more cheaply. The reproducer, for example, consisted of 
one stamped piece. Neither the machine as a whole nor any part 
of it was guaranteed. Furthermore, it did not play Pathé records, 
which were said to be used more than any others on the Conti- 
nent, or Edison records. The Carolphone was manufactured in 
England. In France it sold at a retail price of 300 francs and 
was distributed indiscriminately through any retailer who could 
be induced to stock it. The retail price of the Etoile was 320 
francs. 

The inventor of the Etoile first placed it on sale in a few music 
stores in Paris and London. Within a month, however, he sold all 
French and English sales rights to a large stationery and novelty 
chain store company operating more than 100 stores. The chain 
store company distributed the machine, through its own salesmen, 
directly to retailers. It restricted distribution to high-grade music 
stores, the best stationery and novelty shops, department stores, 
and its own branches, and refused to sell to stores which were 
likely to cut prices. The chain store company did not grant 
exclusive agencies except to retailers in small towns who agreed 
to take as many machines as it estimated could be sold there. 

The new phonograph immediately outsold the Carolphone. 
Sales increased monthly, and the inventor could not produce 
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enough assembled machines to meet the demand. By November, 
1924, however, extensions to plant were completed which made 
possible the production of a sufficient number of machines to 
supply the Continental and English markets and to provide Bea- 
ton & Company with as many machines as it probably could sell. 
Ninety per cent of sales were made in Paris and London. Among 
the buyers were numerous American women tourists. Billboard 
posters, 5 feet by 8 feet, in glaring colors featured the Etoile as 
“the smallest phonograph in the world.” The chain store com- 
pany induced a prominent French actress to pose for a photo- 
graph while holding an Etoile, and featured that picture with the 
actress’s testimonial in fashionable magazines. The only dealer 
help furnished was a photograph of that actress to be used as the 
nucleus of a window display. While using that window display, 
a retailer usually placed the Etoile on sale at a prominent point 
within the store and on request gave demonstrations of the 
machine in operation. 

According to the representative of Beaton & Company, the 
Etoile was a topic of conversation at restaurants and at other 
gathering places where people discussed things that took their 
fancy. The price of the machine was low; its performance was 
reasonably good; and the machine was, moreover, a real phono- 
graph. It afforded American tourists an attractive opportunity to 
fulfill their desires to take home “something French.” 

When shipped into the United States the new machine was sub- 
ject to a 30% ad valorem import duty and would cost approxi- 
mately $14, duty paid, landed in New York; that price was based 
on the rate of exchange prevailing in November, 1924, and 
assumed the use of materials of the highest quality throughout, 
the horn to be made of heavy English leather, and the case of 
selected wood with genuine leather covering in red, green, or 
natural color. 

The representative of Beaton & Company found that in the 
United States two makes of phonographs were being sold which 
would compete with the Etoile machines. The Carolphone, which 
had been introduced about three months previously, as yet was 
sold only in New York City. It was distributed indiscriminately 
as in Europe and sold for $25 at retail. A sale of 20,000 Carol- 
phone phonographs during the Christmas season in New York 
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was anticipated. The representative of Beaton & Company 
learned that an extensive advertising campaign to pave the way 
for national distribution of that phonograph was to be launched 
after Christmas. 

The other phonograph which would compete with the Etoile 
sold at retail for $12.50. It was advertised in newspapers and 
was distributed throughout the United States, mainly by mail 
order. It was not guaranteed. The representative of Beaton & 
Company referred to that phonograph as being little more than 
a toy and did not expect it to be a serious competitor of the Etoile. 
Beaton & Company did not look upon the large portable phono- 
graphs or cabinet machines as direct competitors of the Etoile. 

Upon his return to New York, the representative of Beaton & 
Company called upon numerous retailers and wholesalers to ascer- 
tain their views on the new phonograph from a merchandising 
standpoint. A majority of those interviewed stated that in their 
opinion the new machine could not be sold for more than $27.50 
at retail. On the other hand, the head of a large retail company 
which sold phonographs stated that the Etoile could be sold as a 
high-grade article at a retail price of $35. Music retailers tenta- 
tively demanded 40% or 50% discount from the retail price. Sev- 
eral department stores agreed to accept a discount of 35%. One 
of the largest department stores in the city guaranteed to take 
the entire first shipment at 35% discount, provided that ship- 
ment arrived in time for the Christmas trade. Wholesale dis- 
tributors of phonographs, such as drug wholesalers and musical 
instrument wholesalers, who were interviewed demanded a 10% 
margin on the retail selling price. 

Beaton & Company estimated that its net profit should be at 
least 10% of the wholesale price, whereas, if the machines were 
sold at retail for $27.50 and at the discounts demanded, Beaton 
& Company’s gross margin barely would meet the selling expenses 
and afford protection for fluctuations in exchange rates. Arrange- 
ments could be made with the French manufacturer for the use 
of cheaper materials so that the landed cost of the phonographs 
in New York would be approximately $11 per machine. A 
leather-covered cardboard horn could be substituted for the full 
leather horn, and minor changes in the mechanism of the motor 
and diaphragm could be made. Such changes would render the 
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machine as a whole less substantial without impairing, however, 
its tonal quality. In the opinion of the agent, the Etoile still 
would be superior in design and finish to the Carolphone. There 
was a further possibility that the cost to Beaton & Company could 
be reduced by quantity production in France, but nothing defi- 
nite was known in regard to that. 

Beaton & Company was willing, provided such expenditure was 
warranted, to spend $100,000 in arranging for proper methods 
of distribution and in establishing a demand for the new phono- 
graph. The company desired to adopt merchandising methods 
which would give the Etoile a competitive advantage over the 
Carolphone. It was necessary for the representative of the com- 
pany to decide immediately upon methods of distribution, to set 
a retail price and a wholesale price, to make the necessary arrange- 
ments with distributors, to organize a sales force and arrange rout- 
ings for salesmen, to decide upon the types of advertising, and to 
devise some means of bringing the machine to the attention of 
consumers so that general distribution of the new product could 
be started immediately after the Christmas season. 


Commentary: Although the company’s primary purpose of effecting 
substantial economies by smoothing out its aggregate sales curve was 
not an issue in this case, it is to be noted that the company should 
not have expected to achieve that purpose by the course adopted. The 
seasonal fluctuations in the sales of phonographs, to be sure, were 
not likely to coincide with those of the sales of building materials. An 
appreciable gain from that diversification, however, could have resulted 
only if the new line of merchandise was sold by the same sales or- 
ganization which sold the other items that the company imported. 
Because the phonographs would have been sold to a class of cus- 
tomers entirely different from those which bought building materials 
and railway materials, with the employment of different merchandis- 
ing methods, a segregated sales organization would have been essen- 
tial.* With a segregated sales organization, the operating expenses of 
one sales division would not have been affected appreciably by fluctua- 
tions in the sales of the other division. 

The Etoile was a high-price novelty. That should have been the 
primary consideration in the determination of the methods of retail and 
wholesale distribution. Even though the machine might develop even- 





* See Tinkham, Littell, Incorporated, 1 H.B.R. 352; commentary, 2 H.B.R. 507; 
American Locomotive Company, 3 H.B.R. 1409. 
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tually into a permanent specialty, the safest plan of procedure at the 
outset was to merchandise it as a high-price novelty. The problems of 
merchandising the Etoile as a high-price novelty were similar in several 
respects to those of merchandising a fad,* but because of the difference 
in price between this phonograph and an article such as colored jute 
twine, for example, the danger of cut-throat price competition among 
retailers was far more serious for the phonograph than for the twine. 

Since the phonograph was a novelty, initial distribution should have 
been sought in prominent metropolitan department stores or other 
aggressive retail establishments, and an exclusive agency should have 
been granted to one store in each large city for one year. A year 
would have been a sufficiently long period for the initial exploitation of 
such a novelty by a large metropolitan store, and before the expiration 
of that period experience could have been accumulated to indicate the 
future course to be followed. After the arrangements had been com- 
pleted for placing the Etoile in the metropolitan stores, similar arrange- 
ments should have been made expeditiously with high-grade department 
stores, music stores, or sporting goods stores in smaller cities. 

In order to make sure that the proper retail stores were selected, 
the company probably would have had to sell directly to retailers, at 
least until such time as the novelty had worn off and the little phono- 
graph had become an article of staple merchandise sold widely in music 
stores, hardware stores, and drug stores, as well as in department stores. 

As for a fad, rapid initial distribution was desirable for this high- 
price novelty, starting with prominent metropolitan stores, whose ex- 
ample would be followed eagerly by retailers in other cities. To guard 
against ruinous price-cutting, however, the company should have re- 
stricted the sales privileges, at least during the first year, to a single 
store in each city. Under such a plan the active assistance of the 
retailers could have been enlisted for promptly exploiting the novelty. 

Since economy in purchase, or price, was not the chief consumer 
buying motive to stress, but rather the novelty, entertainment, attrac- 
tiveness as a gift, dependability, and handiness of the Etoile, the sug- 
gestions for cheapening the machine by lowering the quality of the 
materials used in its manufacture do not deserve serious consideration. 

The retail selling price apparently should have been $29. The cost 
landed in New York, duty paid, was $14. To this was to be added the 
importer’s selling cost and profit and the retailer’s gross margin. The 
importer’s selling cost probably would have been as great as the margin 
demanded by wholesalers, 10% of the retail price. The importers de- 
sired a net profit of at least 10% of the wholesale price. For retailers 
under the plan proposed, a gross margin of 35% would have been 


4See Cardiff Manufacturing Company, page 94. 
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adequate. With a retail margin of 35%, the estimated selling expense 
of the importer (10% of the retail price) would have been 15.4% of 
10% 
100% —35 70 
profit of 10% of the wholesale price, the importer’s gross margin would 
have been 25.4% of the wholesale price (15.4%+10%). Since the 
cost was $14, it was necessary for the selling price to be at least $18.77 
$14 
100% — 25.4% 
price of $18.77, the retail price would have to be at least $28.88 to 


the wholesale price ( = 15.4%). Thus, allowing for a net 


to cover this margin ( = $18.77). With a wholesale 


: $18.77 
yield a gross margin of 35% to the retailers S50aeoe a $28.88). 
This indicates that the retail price should have been approximately 
$29, a figure to be preferred from the merchandising standpoint to a 
round price of $30. The price suggested here is tentative, of course, 
subject to modification if new facts affecting the price were developed 
during the introductory negotiations. 

The point of special significance in this case is the advantage of 
rapid exploitation of a novelty, starting strategically with prominent 
stores in the large metropolitan markets. 


March, 1926 MC 


CLERMONT Company! 
MANUFACTURER—HOSIERY 


DISTRIBUTION CHANNELS—Retailers Utilized in Preference to Wholesalers. 
In May, 1922, because of business depression, wholesalers who previ- 
ously had placed orders with this hosiery manufacturing company several 
months in advance of dates of delivery were unwilling to place contracts 
as usual. The company, therefore, made inquiries regarding the condi- 
tions under which it could secure orders for its products directly from 
resident buyers and cooperative buying associations of department stores. 
It learned that if it adopted such a policy of direct sale it would have 
to accept the stipulations of the individual stores as to terms of pur- 
chase, punctuality in delivery, and private brands. 


(1922) 

In May, 1922, inasmuch as the wholesalers who previously had 
contracted for the major portion of its output were unwilling to 
make substantial future commitments, the Clermont Company 
contemplated selling its products directly to retailers. The com- 
pany operated two mills in New Jersey for the manufacture of 
hosiery and maintained a sales office in New York City. One 
wholesaler was ready to contract for the entire output of the 
Clermont Company, but the company was reluctant to take the 
risk of becoming wholly dependent on a single customer. 

Although its products were more nearly staple than those of 
silk hosiery manufacturers who specialized on fancy designs, the 
Clermont Company did not make up goods for stock. The Cler- 
mont Company contracted for its raw material from three to 
six months in advance. The proportion of raw material cost to 
total cost was high enough to cause price changes in the finished 
product when fluctuations occurred in raw material prices. 
Wholesalers normally contracted early in the fall for silk hosiery, 
mostly under the wholesalers’ private brands, to be delivered to 
them during the winter and in turn shipped to retailers during 
the spring months. Again in the spring, wholesalers contracted 
for hosiery to be shipped to them in July and August and deliv- 
ered to retail stores during the months from September to 
December. 
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In manufacturing hosiery for shipment to wholesalers, the 
Clermont Company usually made up a large lot of each color and 
size. This scale of operation yielded substantial economies to 
the manufacturer; for instance, it cost little more to dye 100 
dozen pairs than to dye 30 dozen pairs; and there were other 
similar economies. In selling to wholesalers, it was not necessary 
for the Clermont Company to carry a stock of finished goods; 
the products were shipped as soon as manufactured. Inasmuch 
as wholesalers carried stocks, occasional delays in shipment, 
necessitated by contingencies arising during the process of manu- 
facture, seldom caused serious embarrassment to the manufac- 
turer or inconvenience to the wholesale customers. 

At its sales office the Clermont Company maintained a small 
sales force to call on wholesalers. In changing its distribution 
policy, the company did not wish to undertake the development 
of a traveling sales force to call on retail stores. The possi- 
bility was considered, therefore, of selling to New York resident 
buyers and to the New York buying offices of department store 
buying associations. 

Several groups of department stores situated in cities at a dis- 
tance from the New York primary market had formed associa- 
tions for the purpose of maintaining permanent buying offices in 
New York City. In one or two instances, associations of depart- 
ment stores which originally were formed for the purpose of com- 
paring data on operating expenses had developed at least partially 
into buying associations. 

In such lines of merchandise as women’s ready-to-wear gar- 
ments, resident buyers operating offices in New York City on 
their own account had built up a clientele among small department 
stores outside New York. A typical resident buyer entered into 
contracts with several department stores to supply them with 
merchandise in the lines on which the buyer specialized, making 
a charge for his services of 3% of the cost of the goods to the 
firms. Through his established relations with manufacturers and 
because of the large quantities of merchandise which he was able 
to sell for them, such a resident buyer claimed that he ordinarily 
secured substantial discounts from the prices which these manu- 
facturers quoted directly to the individual stores. Since merchan- 
dise purchased through a resident buyer frequently was delivered 
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to the retail store before a buyer or merchandise manager of the 
store had had an opportunity to see the goods or inspect samples, 
it was necessary for the resident buyer to arrange for liberal 
return privileges with manufacturers. 

In addition to the sales to resident buyers and buying associa- 
tions, the Clermont Company expected that orders would be 
obtained from department store buyers who visited the New 
York selling office. If at any time the Clermont Company wished 
to dispose of merchandise, when demand from department stores 
was not active, it was planned to utilize the services of local agents 
in various cities. These local agents customarily sold several 
non-competing lines of merchandise on a commission basis, and 
usually manufacturers who expected to use these agents as an 
outlet in times of slack demand found it advisable to allot them 
at least a small quantity of merchandise for sale at other times, 
even when demand was brisk. By selling the bulk of its output 
to department store buying associations and resident buyers, the 
Clermont Company estimated that its selling expenses at least 
would be no greater than when it sold entirely to wholesalers. 

The United Mercantile Buying Association? had a membership 
of 14 department stores and metropolitan specialty stores in New 
England and central and western New York, no two of which 
were situated in the same city. The annual volume of sales of 
these stores ranged from $1,300,000 for the smallest store to 
$4,800,000 for the largest store. The members of the association 
exchanged figures with each other for purposes of comparison. 
The association also maintained a buying office on Fifth Avenue 
in New York. This office was utilized by several departments of 
the stores in placing orders for as much as 35% or 40% of their 
requirements, and by others to a smaller extent. In all cases, 
deliveries were made to individual stores, and the association 
assumed no credit responsibility. Four stores in the association 
had developed their own brands on numerous articles of apparel; 
several carried well-known, nationally advertised brands of wear- 
ing apparel; and all sold unbranded merchandise. Policies in 
regard to securing cash discounts differed in the individual stores. 

In each of these stores buying plans were under the close con- 
trol of one or more merchandise managers, who carefully super- 
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vised the work of the department buyers. The stores in this 
group all placed special emphasis on rapidity of stock-turn. Mer- 
chandise buying plans, therefore, usually were made up on a 
monthly rather than on a seasonal basis. In buying from manu- 
facturers, the stores in this asscciation placed large orders at 
the beginning of a season, deliveries to be made at specified times 
and in specified quantities and assortments during the season. 
Punctual delivery on the dates specified was essential, since mer- 
chandise on order frequently was advertised for sale before it was 
received. Several of the stores regarded delivery later than date 
promised as an adequate reason for returning merchandise to 
manufacturers. 

After merchandise managers of several of the stores had had an 
opportunity to inspect its hosiery, the manager of the New York 
buying office of the United Mercantile Buying Association en- 
tered into negotiations with the Clermont Company to buy 90% 
of its output for the fall season of 1922. At first the association 
demanded the same price that wholesalers had paid. Later, the 
New York buying office was authorized to offer 5% more. Poli- 
cies of the individual stores were to be followed as regards terms, 
deliveries, returns, and brands. It was understood that if rela- 
tions proved satisfactory, the arrangement was to be continued 
indefinitely, but a contract was not to be made for a period longer 
than one season. 


ComMENTARY: This problem was precipitated by the reluctance of 
wholesalers to assume inventory risks during the period of price re- 
adjustment which followed the crisis of 1920. Previously the whole- 
salers had placed orders far enough in advance of the opening of each 
season to permit the economical planning of production in the factory. 
The wholesalers had performed the functions of carrying seasonal stocks 
of merchandise, with the risks imposed thereby, as well as the func- 
tions of effecting sales to retailers and of assuming credit risks. 

By securing orders directly from resident buyers or cooperative 
buying associations, the company could have avoided the necessity of 
employing a large sales force or of assuming promiscuous credit risks. 
It could not have avoided inventory risks, however, if it continued to 
operate its factory as theretofore. Although the stores which placed 
orders through these agencies might have given large orders at the 
opening of the seasons, those orders would not have been placed.so far 
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in advance as commonly had been done by the wholesalers. The stores, 
furthermore, required monthly deliveries and this would have necessi- 
tated changes in the company’s production methods in order to insure 
punctuality in delivery. The demands of the individual stores for 
private brands and special discount arrangements also would have 
meant a new burden for the company. These extra risks and expenses 
would have made it necessary for the company, in order to show a profit, 
to charge higher prices on merchandise sold to resident buyers and co- 
operative buying associations than on sales to wholesalers; it is doubt- 
ful if the 5% differential offered would have been sufficient to cover the 
additional expenses. 

Under these circumstances, no net gain could have been counted on 
immediately by the company in shifting from wholesalers to resident 
buyers and cooperative buying associations. The decision should not 
have been based upon the abnormal conditions that existed in 1922 but 
upon the permanent prospects. The company apparently did not have 
data at hand to show whether discontinuance of sales to wholesalers 
would be desirable as a permanent policy. If any shift were to have 
been made, a well-coordinated program of sales promotion should have 
been mapped out and the production and financial plans of the com- 
pany should have been harmonized with that program. 


November, 1925 M. T. C. 


RocKBURN ComMPANY! 
DEPARTMENTIZED SPECIALTY STORE—HOSIERY 


PurcuHasinc—Special-Order Merchandise Obtained by Group Buying. The 
company, a departmentized specialty store, desired to arrange for the 
purchase of silk hosiery of special quality to be sold at a predeter- 
mined price. The store was a member of a group buying association 
and by placing its plans before other members of the group it succeeded 
in arranging for a sufficiently large order to induce a manufacturer to 
undertake the production of the hosiery at an acceptable price. 


(1925) 


The Rockburn Company was a member of a group buying 
association composed of 22 department and specialty stores 
located in different cities. One of the essential features of the 
model stock plan which the Rockburn Company was following 
was a BB or “best buy.” By “best buy” was meant merchandise 
which was of greater intrinsic value than any similar merchandise 
which could be purchased at a comparable price at any other store 
in the city in which the company was located. Because of com- 
petition between the retail stores of the city, it was difficult for 
a store to establish and maintain a BB; the Rockburn Company, 
however, wished especially to obtain such an article for its 
women’s silk hosiery department for the fall selling season of 
1925. 

The Rockburn Company’s store was located in the center of 
the retail shopping area of a large southern city. This company, 
which sold the better grades of popular-price merchandise, gave 
careful attention to the interior appearance of its store as well 
as to the service rendered to its customers. The net sales for 
the store were about $15,000,000 a year. Of these sales, 57% 
were made for cash, 39% were made on charge accounts, and 4% 
were made for collection on delivery. 

The women’s silk hosiery department, with annual net sales 
of $350,000, was located on the street floor between two of the 
four largest entrances to the store. Sales in this department 
were made chiefly in five price lines: $1.00, $1.50, $1.75, $2.00, 
and $2.25. Some hosiery was sold in the department for more 
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than $2.25 per pair, but full assortments of this hosiery were not 
carried. A full assortment consisted of 5 sizes and about 25 
colors and shades. 

The average original mark-up in the department was about 
32% of the original retail price. The average gross margin, 
exclusive of cash discounts, obtained in the department during 
the year 1924 had been 25% of net sales, with total expenses of 
26% of net sales. The store followed the practice of loading 
its discounts to 9% of cost prices. The buyer in charge of this 
department operated under the direction of a divisional merchan- 
dise manager, who also supervised several other departments on 
the street floor. 

It was the opinion of the divisional merchandise manager of 
the Rockburn Company’s store that, because of the increasing 
competition among the retail stores of the city, the plan of offer- 
ing “best buys” presented several difficulties. The development 
of competition had caused the stores in the city to shop with 
more care the merchandise offered by their competitors. Thus, 
when one store established a BB, its competitors soon learned 
this fact and sought to duplicate the merchandise at the same 
price. If they succeeded, the merchandise ceased to be the best 
buy in the city and a new BB for that line of merchandise had to 
be found. Such changes caused a rapid shifting of BB’s in a 
department, with the result that some stock was left over from 
each BB when a change was made. Thus, in time, a large pro- 
portion of the stock in a department would be made up of former 
BB’s. Since the margin of profit on a BB usually was limited, 
this gradual accumulation tended to decrease the profitableness of 
the department. 

In order to establish a BB of merit, a store had to be con- 
nected with a source of supply able to produce better or cheaper 
merchandise than its competitors, or the store had to have a style 
monopoly which other stores could not obtain. It also was 
necessary for the buyer to work closely with the manufacturer 
from whom the goods were purchased, because frequently a buyer 
would not see the possibilities for a BB in a casual inspection of 
a manufacturer’s line of merchandise. It usually was only when 
a buyer or a divisional merchandise manager worked closely with 
a manufacturer on styles or volume that he discovered a unique 
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article or an article which could be sold in sufficient volume to 
enable him to obtain a price especially attractive to the customers 
of the store. Even in such a case, it was necessary that the store 
have the good-will and complete cooperation of the manufacturer 
in order to make the project successful and to maintain any 
advantages gained. 

The customers of the Rockburn Company’s store frequently 
complained that the feet of the stockings which they purchased 
in the store wore out more quickly than the other parts of the 
stockings. If the store could discover a special process for 
making the feet of its hosiery wear better, without raising the 
price of the stockings, it would have a BB for that line. 

The buyer for the silk hosiery department and the divisional 
merchandise manager decided to attempt to establish a BB in one 
full line of hosiery to sell for $2 a pair. The stockings sold at $2 
in the department at that time were full-fashioned, pure dye, lisle 
top and foot, silk stockings which were carried in the usual range 
of sizes and colors. If a special processing for the feet of those 
stockings could be developed by the manufacturer, the divisional 
merchandise manager believed the wearing qualities of the stock- 
ings would be improved. He estimated that, if the store could 
obtain a type of longer wearing stocking to sell at the regular, 
advertised price of $2, it could sell 6,000 dozen pairs per year. 

After considerable research, the divisional merchandise man- 
ager estimated that a mill whose production schedule was so 
arranged that it could make the special hosiery for the store would 
charge $1 per dozen more than the usual price to the store of the 
hosiery then retailed at $2. At that time, this hosiery cost the 
store $16 a dozen at the mill. Seventy-five per cent of the increase 
in cost would be due to the actual increase in cost of the mate- 
rials and of the process to the manufacturer, and the remaining 
25% would be remuneration for changing the machines and 
making new production schedules, and for the risks taken in 
experimenting with the new line. 

It would be necessary for any mill undertaking the work to 
operate at least one set of machines for the special type hosiery. 
A set of machines in a hosiery mill consisted of three leggers and 
one footer. One set of machines produced approximately 1,000 
dozen pairs of stockings per month. 
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If a mill which would produce this type of hosiery could be 
found, it would be necessary to market somehow the 6,000 dozen 
pairs of stockings above the estimated requirements of the Rock- 
burn Company. The retail price of these stockings, to yield the 
same profit as the stockings then sold at $2 in the store, would 
have to be over $2.08. If this type of hosiery were sold at $2 
a pair, the store would obtain no net profit, and the next full-line 
price of $2.25 would be too high. The store did not wish to 
establish an intermediate price line if that could be avoided. 

The Rockburn Company might suggest to the other stores of 
the group buying association of which it was a member that they 
participate in the purchase of this line of hosiery. If a sufficient 
volume of orders was obtained, the Rockburn Company might 
be able to secure a lower price per dozen from the manufacturer. 
In the different stores which were members of the buying group, 
the general conditions, the type of merchandise sold, the size and 
type of stocks carried, and the advertising policies differed widely. 
The divisional merchandise manager estimated that, at the most, 
only three stores in the association would buy as much hosiery 
of this type and price as would the Rockburn Company, but that 
several of the other stores in the group might take smaller 
amounts. He estimated that it probably would be possible for 
the entire group to absorb the total output of 4 sets of machines, 
or 48,000 dozen pairs of stockings annually. 

It was possible that the hosiery buyers for the different member 
stores would oppose group buying for their departments; they 
might look upon such buying as a restriction of their own powers 
or they might not believe that merchandise purchased in that way 
could be sold as readily in their departments as merchandise 
which they personally purchased. It might be difficult to obtain 
a sufficient quantity of the hosiery at the desired price from a 
mill. If a mill were producing regularly at capacity, it probably 
would not care to change part of its machines in order to experi- 
ment on the new feature hosiery. If a suitable mill with four sets 
of idle machines could be found, the association, by giving the 
mill orders which would bring its production up to capacity and 
thus reduce the rate of the overhead expense per unit, probably 
would be able to persuade the mill to sell the hosiery at a lower 
price than that estimated by the divisional merchandise manager 
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of the Rockburn Company. Although the divisional merchandise 
manager did not know of such a mill, he thought that one could 
be found. 

As soon as a stocking of this special type was offered for sale 
by the stores in the association, it was possible that other stores, 
groups of stores, or manufacturers of hosiery, would duplicate the 
new stocking at the same price; in that case, the exclusive advan- 
tage of the long-wearing foot in hosiery at the usual price would 
be lost. 

The store decided to try to persuade the group buying associa- 
tion to undertake this plan. Thus, if successful, the Rockburn 
Company would have the advantage of a satisfactory “best buy” 
obtainable, because of quantity purchasing, at lower prices than 
any individual store could secure. At the same time, the article 
would be sold in each city exclusively by one store. The associa- 
tion adopted the plan and discovered a manufacturer in the exact 
situation needed. The hosiery was purchased at $16 a dozen, 
and later the association succeeded in getting it at $15.50 a dozen. 


ComMMENTARY: The success of the group buying plan in this instance 
arose primarily from the assumption of initiative by the Rockburn 
Company in devising means for improving the quality of the merchan- 
dise which it sold. Its own purchases were not large enough to enable 
the store alone to enter into satisfactory arrangements with a manu- 
facturer for the production of the goods. For the success of the plan 
it was necessary not only that the improvements in quality be effected 
but also that the price be kept sufficiently low and that competitors 
should not be able immediately to buy the same kind of goods. The 
arrangements effected through the group buying association made pos- 
sible the securing of the desired product on satisfactory terms with 
adequate temporary protection. 


July, 1926 MeleCe 


WECHSLER Company! 
WHOLESALER—CANNED VEGETABLES 


PuRcHASING—Storage Expenses for Futures Assumed by Manufacturer. 
The company, a wholesale grocery firm, customarily contracted for a 
nine months’ supply of canned corn and peas each spring for delivery 
in the fall, following the close of the canning season. In the spring of 
1925 the company made an arrangement with a packer whereby the 
company’s nine months’ requirements of canned corn and peas were to 

_ be delivered throughout the nine months in lots as needed by the com- 
pany, payment to be made when invoices were received. Under this 
arrangement the company’s storage, interest, and insurance charges were 
substantially less than under the previous plan. 


(1925) 


The Wechsler Company had a private brand, under which a 
large part of its high-grade canned goods was sold. The presi- 
dent believed that the net profit obtained on the canned goods 
was reduced materially by the carrying charges incurred in pur- 
chasing the customary nine months’ supply at one time. 

The company had annual sales of approximately $1,000,000. 
Its 2,000 customers were located within a radius of 250 miles. 
Customers in the city in which the company was located were 
called upon as frequently as twice a week. Some customers in 
the more distant territories were visited only once a month. The 
company employed 20 salesmen. Those in the local territories 
received, as commission, 3314% of the gross margin on their 
sales; and those in the outlying territories received 40% of their 
gross margins. The company sold a complete line of medium- 
price and high-price groceries. The storage space in the com- 
pany’s main office and warehouse building was inadequate for 
the peak inventories of canned goods; each fall it was necessary 
to obtain additional space in public warehouses. 

Prior to 1925 the president of the Wechsler Company had 
purchased futures for canned goods when approached by the 
representatives of the canners in the spring of the year. The 
merchandise contracted for at this time had been delivered dur- 
ing August, September, and October of the same year. No guar- 





1 Fictitious name. 


rs 
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anty against possible price changes was given the wholesaler by 
the canner; fixed prices were contained in the contract. Mer- 
chandise was to be paid for at the time of its delivery. The 
Wechsler Company made no allowance to retailers if prices de- 
clined after sales were made. The company expected these fu- 
tures contracts to provide a nine months’ supply. Immediately 
after contracting for the canned goods, the company sold futures 
to its retail customers. Ordinarily, from one-third to one-half 
of all futures purchases were disposed of in this way. The mer- 
chandise thus sold was delivered to the retailers immediately 
after its receipt by the company. Additional space in public ware- 
houses was secured for the remainder of the canned goods. This 
merchandise was removed from the warehouses as sales were 
made to retailers. 

In the spring of 1924, the company had purchased a total of 
9,000 cases of canned peas and corn. These vegetables, which 
all had been received in stock by November 30, 1924, had been 
purchased from a large canner located in the Middle West from 
whom the company had been purchasing for about five years. 
The canning company not only contracted with farmers for their 
crops of peas and corn, but also owned nearly 4,000 acres of land 
on which it produced these crops. Relations with this canner 
always had been entirely satisfactory to the Wechsler Company. 
The quality of the merchandise had been of the best, and the 
canning company never had failed to abide by any of its agree- 
ments. 

The president of the Wechsler Company sought to obtain an 
average gross margin of 15% upon sales of canned peas and 
canned corn. The gross margin obtained on some other lines of 
merchandise was as low as 5%. Operating expenses for the 
company, including interest on owned capital, had equaled 10% 
of sales, in 1924. The cost of storage on peas and corn had been 
2% cents per case for the first month, and 1% cents per case 
each month thereafter. The insurance rate per annum had been 
3% of 1% of the value of the merchandise stored. 

Early in 1925, the company was visited by the representative 
of the canner of peas and corn from whom it customarily had 
purchased. The representative sought the contract for these 
vegetables and, as in the past, expected to deliver them in the 
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fall of 1925. The president of the Wechsler Company believed 
that the prices which were quoted to him were as low as could 
be obtained from any other canner for merchandise of similar 
quality. He told the representative, however, that purchases of 
canned goods would be made only on condition that the mer- 
chandise be delivered in lots as needed by the Wechsler Com- 
pany, rather than all at one time. It was the intention of the 
president to have delivered in the fall of 1925 only enough 
canned peas and corn to fill the orders for futures which had been 
sold to the retail grocers and to provide the company with the 
merchandise necessary to fill any replacement orders that might 
be received. 

The president of the Wechsler Company stated that the cus- 
tom of delivering the entire quantity of canned goods in the 
fall of the year had been established largely because many of 
the canners did not have sufficient capital and credit to permit 
them to carry the merchandise in stock until it was desired by 
wholesalers. Wholesalers, furthermore, had believed the cus- 
tomary plan necessary in order to secure a high quality of mer- 
chandise to be sold under their private brands. 

As competition between canners had become keener, several 
canners who could command sufficient financial resources had 
offered to deliver merchandise in lots of various sizes through- 
out the late fall and winter rather than in one lot immediately 
after the canning season. The wholesaler was not expected to 
make payment for the merchandise until it was received. This 
tendency had gradually increased until a few strong canners 
offered to ship the merchandise in lots as needed by the wholesale 
grocers. In the president’s opinion, the canner from whom he 
purchased peas and corn was sufficiently strong financially to 
store the merchandise until it was desired by the Wechsler Com- 
pany. The canner’s representative accepted the president’s con- 
dition in regard to the delivery of merchandise, and the company 
placed an order with him for 9,000 cases of canned vegetables. 

In previous years, when all the canned goods had been de- 
livered at one time, the company’s private label had been placed 
upon the merchandise before it was shipped by the canner. 
When sales had not materialized as the company had expected, 
it had been difficult to sell the merchandise to competing whole- 
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sale grocers, because the competitors had to remove the private 
label of the Wechsler Company and to relabel the cans with their 
own private labels. The cost of making such a change of labels 
was 5 to 10 cents a dozen cans. The agreement made in 1925, 
however, provided that the merchandise was not to be labeled 
until it was ordered for delivery to the Wechsler Company. 
Thus, if sales were not so large as anticipated, it would 
be less difficult to sell a portion of the merchandise to competi- 
tors, as either the canner’s label or the competitor’s label could be 
placed on the merchandise before shipment. 

In the opinion of the president, the company was not sacrific- 
ing quality or taking any undue risk of not receiving the quality 
of merchandise which it desired. The contract specified that the 
highest grade of merchandise was to be packed for the Wechsler 
Company. The president felt assured from the canner’s action 
in the past that this quality of merchandise would be delivered. 
He demonstrated still further his confidence in the packer. The 
terms of the canner specified that a discount of 2% would be 
allowed the Wechsler Company, provided the invoices were paid 
immediately upon their receipt. If the company waited until the 
merchandise arrived before paying the invoices, a discount of 
only 14%4% would be given. Although the latter provision per- 
mitted the company to inspect the merchandise, the company in- 
tended to take the 2% discount throughout 1925. 

Another condition existed which also assured the president that 
the quality of merchandise which he desired would be delivered. 
He said that because of the apparent profits which had been 
made by farmers in selling peas and corn to the canners, there 
had been an increasing tendency for farmers, especially those in 
the Middle West, to increase their production of these vegetables. 
It was his opinion that this increase in production had exceeded 
the increase in consumption with the result that a high quality 
of peas or corn could be obtained at any time throughout the 
year. He knew that this had been the situation with peas 
throughout 1924; although it had not been true of corn, the 
shortage in the latter product had been the result of a poor corn 
crop in 1924. 

Another advantage was obtained by the Wechsler Company by 
the change in the time of delivery of the canned peas and corn. 
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For several years the company had invested all the surplus funds 
which it had in the spring and summer months of each year in 
railroad equipment trust certificates. These securities ordinarily 
had yielded from 512% to 7% interest. It had been the policy 
of the company to sell these securities from October to Decem- 
ber or in the early months of the following year as it became 
necessary to obtain funds to pay for the large quantities of mer- 
chandise received in stock during that period. Often the com- 
pany had borrowed money upon its lines of credit while it still 
owned the equipment certificates. During 1924, 4% interest 
had been paid upon such borrowings, while from 52% to 6% 
had been obtained from the equipment certificates. In the fall 
of 1925, however, the company would not have so much capital 
and credit invested in canned goods and, hence, could purchase 
additional equipment certificates; it would not be necessary, 
furthermore, to liquidate all those securities purchased during 
the spring and summer of 1925. 

In April, 1925, the president of the Wechsler Company esti- 
mated the saving in carrying charges which would result from 
the more rapid rate of stock-turn on futures to be obtained in 
1925 and 1926. The sale of futures to retailers had not been 
so large as in former years. It was estimated that such sales, plus 
the amount which would be necessary for stock, would not equal 
more than 3314 % of purchases. 

The experience of the company in the: past had been that the 
unsold stocks of canned goods which had to be placed in public 
warehouses in November did not decrease greatly, if at all, dur- 
ing December and January. This was because almost all re- 
tailers had purchased sufficient merchandise to supply their 
needs during these two months. The company did not have avail- 
able records which showed the rate at which these stocks had 
decreased in former years following December and January. For 
purposes of calculation, however, the company estimated that an 
equal quantity would be sold each month, and that the entire 
quantity would be sold at the end of nine months. Thus, 
monthly sales in the last seven months of the nine months’ pe- 
riod would equal 857 cases. The actual gains would vary from 
the estimate to the same extent that sales varied from those 
used in the calculation. 
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The president considered that, although the interest charged 
by the bank was only 4%, the saving in interest should be cal- 
culated on the basis of 6% since that was the rate charged, ac- 
cording to the company’s accounting procedure, on owned capital 
at the end of the year. The calculations did not include any 
possible income to be received from the purchase of railroad 
equipment certificates. The average cost value per case of mer- 
chandise purchased had been $3.75. The estimated savings 
were as follows: 


STORAGE 
6,000 cases for one month at 2 cents a case........ $120 
6,000 cases for one month at 114 cents a case...... 90 


6,000 cases decreasing uniformly at the rate of 857 
cases a month over 7 months,” at 114 cents acase. 270 $ 480 


INTEREST 
6,000 cases at $3.75 a case for two months........ $225 
6,000 cases at $3.75 a case decreasing uniformly at 
the rate of 857 cases a month over 7 months*.... 338 563 
INSURANCE 
6,000 cases at $3.75 a case for two months........ $ 28 
6,000 cases at $3.75 a case decreasing uniformly at 
the rate of 857 cases a month over 7 months*.... 42 70 
(Lotalsaving see. cs. cuonercoalenis te settee a $1,113 


Because the company would carry in stock only about one 
month’s supply, or a carload, of the items which the canner had 
agreed to carry until needed, it was certain that the company’s 
rate of stock-turn in those items would be increased substantially. 


Commentary: The trade put through by the Wechsler Company, 
whereby the canning company agreed to carry the merchandise in stock 
after the conclusion of the canning season, to be delivered in accordance 
with the wholesale grocery company’s instructions, obviously yielded a 
gain to the Wechsler Company. So far as this particular transaction 





* During the ninth month no storage charges were to be paid because the mer- 


ene would be removed to the company building at the end of the eighth 
month. 


_*Since the month’s supply of merchandise which remained at the end of the 
eighth month would be used as the reserve supply, which was kept in the com- 
pany warehouse to meet current demands, and for which interest and insurance 
charges were borne consistently by the company, charges for these items for the 
ninth month were not included in the calculations. 
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was concerned, there is nothing in the evidence to show that it was 
other than an ordinary trading arrangement. 

Such a procedure as this, however, may have significant implications 
from a broad view-point and, perhaps, may give a clue to possible 
future developments in this industry. Heretofore, the canning com- 
panies generally have been small, with meagre capital. Their plant 
operations have been highly seasonal and they usually have not main- 
tained sales organizations. Their sales have been made in advance of 
production, not uncommonly with the aid of brokers. Under such 
circumstances the wholesale grocers have performed an essential service 
in placing advance orders and in carrying large seasonal stocks. Be- 
cause of the strength of the wholesalers’ position and their services in 
merchandising and in carrying seasonal stocks, the use of wholesalers’ 
private brands developed rather naturally in this trade. 

But when a wholesale firm, such as the Wechsler Company, arranged 
for a canning company to carry the stock of goods, unlabeled, until 
ordered out by the wholesaler, the wholesaler shifted one of his major 
functions to the canner.* It is stated that the canner’s price was as low 
as that of competitors who produced goods of similar quality. In addi- 
tion to quoting so low a price, the canner took over the burden of 
carrying the goods. After the canner had made this concession, many 
of the advantages which he had obtained by the previous methods of 
packing the goods under the wholesaler’s private label disappeared, and 
it would not have been a long step for the canner in a subsequent year 
to have undertaken to sell goods under his own trade-mark. The ad- 
vantages cited for holding goods unlabeled, in order to avoid the expense 
of relabeling when an overstock was sold to a competitor, suggest a 
gain that might accrue to the canning company if all its goods bore 
its label rather than wholesalers’ private brands. 

The canning industry is so highly seasonal that it has been assumed 
generally that the stock-carrying function ordinarily could be performed 
more economically by wholesale grocers, after the close of the canning 
season, than by canners. The opportunity to perform this service, con- 
sequently, has been a real element of strength in the wholesale grocers’ 
position. If a canning company is induced to accede to several bar- 
gains of the type described in this case, it will not be strange if the 





4In other cases on record wholesale grocery firms have tried to keep their 
stocks of canned goods futures at a minimum by restricting their purchases of 
futures and by endeavoring to pass their futures purchases on to their retail cus- 
tomers as soon as possible. See the cases of the Broderick Company and the 
Bethel Company, Bureau of Business Research, Harvard University, Bulletin No. 
55, Cases on Merchandise Control in the Wholesale Grocery Business, pp. 18 
and 189. 
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canning company decides to rely less heavily on the wholesale grocers’ 
services in the future, perhaps by seeking to establish its own trade- 
mark. 

As an isolated instance, this bargain has little significance. If it be 
typical, it suggests a weakening of the position of the wholesale grocer, 
as a result primarily of his own action. 


May, 1926 MSCs 


CALIFORNIA Fruit GROWERS’ EXCHANGE 
COOPERATIVE MARKETING ASSOCIATION—FRUIT 


BRAND DEVELOPMENT—Consumer Advertising as Means of. By exten- 
sive advertising a cooperative marketing association formed by Califor- 
nia citrus-fruit growers developed a brand under which fruit of the best 
quality was sold. Advertising of this brand was expected to extend the 
uses of the fruits sold under it, to establish a preference for California 
citrus fruits, to extend markets, promote reasonable profits, and encour- 
age sound merchandising methods in the trade. 


ConsuMER DEMAND—Expansibility of Market Contrasted with Elasticity of 
Demand—(Commentary). By means of advertising and other methods 
of sales promotion, the California Fruit Growers’ Exchange succeeded in 
increasing materially the demand for citrus fruits, thereby demonstrat- 
ing that the market for those fruits was expansible. Previous reduc- 
tions in prices had failed to stimulate sales, thereby indicating that the 
demand was not elastic. 


(1925) 


The California Fruit Growers’ Exchange, a cooperative mar- 
keting association, was organized in 1905 as successor to the 
Southern California Fruit Exchange', which had been organized 
in 1893 as a federation of smaller associations. The development 
_ of these marketing organizations received strong impetus from 
the conditions in the industry and in the citrus fruit market, 
which had brought prices for the fruit to ruinously low figures. 
In order to stimulate sales, the association decided in 1907 to 
enter upon an advertising program. 

The members of the local associations affiliated with the Cali- 
fornia Fruit Growers’ Exchange were fruit growers. Each local 
association assembled the fruit in its packing house, and graded, 
packed, and prepared the fruit for shipment. Several associa- 
tions picked the fruit for their members. It was a common 
practice for each local association to pool the shipments of its 
members, sell the fruit without maintaining the identity of the 
shipments of each individual grower, and divide the proceeds 
from the sale pro rata. Such pools usually were on a monthly 
basis. 





1 MacCurdy, Rahno Mabel, The History of the California Fruit Growers’ Ex- 
change, 1925, pp. 51-52. 
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The membership in the local associations was voluntary and 
only for one year. Every grower reserved the right to regulate 
and control his own shipments, develop his own brands, and use 
his own judgment as to how and when his fruit should be shipped, 
to which markets, and what prices he would accept. As a matter 
of practice, however, the growers were influenced largely by the 
advice of the central exchange. 

The local associations were grouped into 22 district exchanges 
which acted as clearing-houses and which were operated on a 
non-profit plan. These district exchanges kept records of ship- 
ments and destinations and obtained reports concerning market 
conditions from the central exchange. Through the central ex- 
change instructions were issued regarding prices and destinations 
and for the diversion of cars and trains in transit in order that 
the fruit might be sent to the most favorable markets. Although 
only a small percentage of the total shipments actually were di- 
verted in transit, those diversions preserved the balance of the 
market. 

The chief markets for California citrus fruits were in the cities 
in the middle-western and eastern United States. The fruit was 
shipped in trainloads on regular schedules. Shipments were made 
daily throughout the year. Refrigerator cars were used, and pre- 
cooling stations had been established in order to facilitate the 
proper regulation of temperature for shipments. The central 
exchange acted as a clearing-house for the district exchanges. It 
had representatives in all the important markets in the country 
from whom advice constantly was received regarding market con- 
ditions and prices. The fruit was sold for cash, and payment 
was made through the central exchange. The exchange also col- 
lected claims for damage and loss in transit. The proportion of 
fruit shipped through this exchange increased steadily. 

There were several significant reasons for the development of 
this cooperative organization. In the first place, at the time the 
movement gained headway most rapidly, there was dissatisfaction 
among the growers over their relations with buyers, commission 
merchants, and others to whom their fruit was sold. Their prod- 
uct was increasing in quantity, and prices were falling. Gluts 
frequently occurred in the markets to which the fruit was sent. 
The blame for low prices and losses commonly was placed upon 
the middlemen. The growers found that they could obtain lower 
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EXHIBIT I 


ANNUAL SALES OF ORANGES, GRAPEFRUIT, AND LEMONS BY CALIFORNIA 
Fruit Growers’ EXCHANGE AND ITs PREDECESSOR* 
(Value f.o.b. cars in California) 





Season Sales Season Sales 
Endingt Value Cars Endingt Value Cars 


1896 | $ 1,032,212 | 2,487] I911 | $20,708,355 | 28,123 


1897 858,029 | 1,789] I912 17,235,822 | 23,648 
1898 1,671,230 | 4,025 1913 13,640,091 12,432 
1899 1,713,514 | 3,000 | 1914 | 18,990,725 | 28,186 
1900 3,643,791 | 6,039 | 1915 | 19,523,397 | 29,812 
Igo! 4,799,000 | 11,027 1916 | 27,675,922 | 29,828 
1902 4,385,472 | 7,309 | 1917 | 33,478,130] 36,219 
1903 4,497,919 | 9,621 1918 | 36,291,675 | 19,214 
1904 5,062,594 | 13,072} 1919 | 54,627,556} 33,165 
1905 7,124,377 | 14,219 | 1920 | 58,967,388] 34,461 
1906 9,936,497 | 12,884 | 1921 | 56,905,876] 40,959 


1907 12,268,752 | 16,217 | 1922 | 48,445,644 | 27,138 
1908 11,753,544 | 17,636 | 1923 | 55,271,975 | 45,258 
1909 13,958,990 | 22,954 | 1924 | 50,508,184 | 44,266 
1910 14,831,975 | 19,639 | 1925 | 70,236,507] 37,258 





*MacCurdy, Rahno Mabel, History of the California. Fruit Growers’ Exchange, 1925, P. 70, 
supplemented by data for 1925 from the Annual Report of the General Manager of the California 
Fruit Growers’ Exchange for that year. 

+Exchange fiscal years ended August 31 to season 1920-1921 and October 31 thereafter. 
freight rates, faster time in transit, and less damage to their fruit 
if they were in a position to contract with the railroad companies 
for the regular shipment of trainloads. The growers also had 
been gaining experience in united action through their irrigation 
projects and through the need for cooperation in the protection 
of their orchards. The citrus-fruit growing industry in Cali- 
fornia was specialized and required large capital. 

After entering upon its advertising program, the California 
Fruit Growers’ Exchange developed the Sunkist brand of citrus 
fruits. Only such fruit as was of first quality was permitted to 
bear this brand. Shipments that were not up to the standard 
were sold under other brands or unbranded. This brand was 
one of the chief means that the exchange used for developing the 
demand for the products of its members. 

The increase in the volume of sales of oranges, grapefruit, and 
lemons by the Southern California Fruit Exchange and its suc- 
cessor, the California Fruit Growers’ Exchange, in the period 
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from 1896 to 1925, is indicated by the statistics in Exhibit 1. 
This record covers 11 years preceding and 19 years following 
the inauguration of the advertising plan. 

In the annual reports of the general manager of the exchange 
data have been published on the selling and advertising expense. 
Systematic advertising by the exchange was commenced in 1907, 
with an appropriation of $10,000 by the board of directors. In 
the following year the appropriation was increased to $25,000.” 
In 1925 the total advertising expenditures of the exchange 
amounted to approximately $830,000, at the rate of 414 cents 
per box of oranges and grapefruit and 7 cents per box of lemons.* 
The annual ratios of the total selling and advertising expense to 
the delivered value of the sales, 1905 to 1925, are stated in 
Exhibit 2. The figures for sales in Exhibit 1 were for value f.o.b. 
cars in California, but the delivered value, which included trans- 
portation costs, was used by the exchange in computing the 
ratios in Exhibit 2. 





?MacCurdy, Rahno Mabel, History of the California Fruit Growers’ Exchange, 
1925, Pp. 59-64. 


5 One view of the effect of advertising on fruit prices and the costs of produc- 
tion was expressed in the following letter, published in Printers’ Ink, August 17, 
1922, written in response to a contributor’s question as to why the prices of 
nationally advertised fruits were so high. 


THE Durant CorRPORATION 


Yakima, Washington, August 7, 1922 
Editor of Printers’ Ink: 

In the issue of Printers’ Ink as of July 27, 1922, F. M. Berkley asks a question regarding the 
price of variously advertised brands of apples and oranges which I will try to answer. 

For the past 12 years I have been closely related to the growing and marketing of Northwestern 
apples. While I am not familiar with oranges in the same light that I am with apples, the 
conditions surrounding the production of this commodity are, I believe, somewhat similar to the 
production of apples. 

The cooperative growers of California have, by consistent national advertising, created a demand 
which has likewise increased the sale of their products, thereby creating a market for the large 
increased production. 

Profiting from the experience of the California growers, the Northwestern growers have, within 
the past few years, appropriated large sums to the advertising of the Northwest boxed apple, the 
“Big Y’’ and Skookum brands being living testimonials of these past efforts. 

The money for these various appropriations has been assessed directly against the grower at so 
much per box, in some cases as high as 5 cents a box. The cost of raising, warehousing, and 
loading a box of apples to the grower is in the neighborhood of $1.15, which cost is based on 
quantity production and cannot be reduced through increased sales. Commission houses charge 
from ro to 15 cents selling charge, plus in some cases 2 or 3 cents brokerage. 

Now add 5 cents for advertising appropriation and even though the advertising does increase 
the sales, which it is expected to do, it kas not cut the cost of production, and has added 5 cents 
to the selling cost. So Mr. Berkley will readily see that the advertising of apples or oranges cannot 
reduce the retail price, but is resorted to to create a demand for the ever-increased production of 
these commodities. 

We also have some keen competition in the eastern barreled apple, which we are trying to 
overcome by educational advertising of boxed apples, which tells the consumer that every apple is 
hand-picked and packed. Each apple is wrapped in tissue paper to insure good keeping qualities 
and sanitation to the consumer; also every apple is graded and inspected, and nothing but the 
fruit of the very highest grade is allowed to pass our rigid inspection rules. 

No, Mr. Berkley, the advertising of apples will never reduce selling cost to the grower, but on 
the other hand, adds to it. 

H. L. Craver. 
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EXHIBIT 2 


SELLING AND ADVERTISING EXPENSE OF CALIFORNIA Fruit GROWERS’ 
EXCHANGE, IN PERCENTAGE OF DELIVERED VALUE 
oF Goops SoLp* 











Ending Selling oe ee Selling oe 
1905 3.28% 1916 3.14% 
1906 2.89 1917 3.01 
1907 2.65 1918 1.79 
1908 3.05 1919 1.62 
1909 3.44 1920 2.01 
I9IO ai57, 1921 2.22 
IQII 3.25 1922 1.69 
1912 3.53 1923 2.49 
1913 2.62 1924 3.04 
1914 Bat 1925 2.40 
IQI5 B72 





*Compiled from the Annual Reports of the General Manager of the California Fruit Growers’ 
Exchange. 


The expenses of the exchange were stated in the annual re- 
port of the general manager for the year ending August 31, 1919, 
to have been as follows: 


The sales service of the exchange cost an average of 4.26 cents per 
box in 1918-19, and that of the district exchanges averaged .94 cents 
a box, making a total average cost for the exchange marketing service 
of 5.2 cents per box, or 1.04% of the delivered value. In addition 
there was invested in advertising, 214 cents a box for oranges and 4 
cents a box for lemons, making the total sales and advertising expense 
1.62% of the delivered value of the fruit. Due to the increased volume 
of business handled, the exchange selling cost, including advertising, is 
lower than it was ro years ago and lower than the marketing cost of 
any other perishable food product in America.* 


The following statements were made in the annual report of 
the general manager of the California Fruit Growers’ Exchange 
for the year ending October 31, 1922: 


The total shipments of oranges and grapefruit from California, as 
reported by the railroads, for the year ended October 31, 1922, were 
29,573 carloads, and of lemons 9,926 carloads, or a total of 39,499 car- 
loads. The members of the exchange shipped during the same period 
18,578 cars of oranges and grapefruit, and 8,560 cars of lemons, making 


* Annual Report of the General Manager of the California Fruit Growers’ Ex- 
change for the Year Closing August 31, 1919, Pp. 4. 
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an aggregate of 27,138 cars, or 68.7% of the citrus fruit shipments from 
the state. The exchange handled 72.5% of the crop the previous year; 
its membership is steadily increasing and the smaller percentage this 
season is due to the fact that the fruit damage was most severe in the 
districts where it is most strongly represented. 

Exchange shipments for the past season, expressed in terms of boxes, 
were 7,952,28414 boxes of oranges, 168,796 boxes of grapefruit, and 
3,496,22234 boxes of lemons. 

Estimating the value of the cars yet unsold, the returns for exchange 
shipments, f.o.b. cars California, for the year ended October 31, 
1922, were $48,647,800.25, the delivered value in the markets being 
$65,367,127.65. For the season’s citrus crop, based on exchange results, 
California received $71,366,464.50, the delivered value being $95,993,- 
485.58, which includes $24,627,021.08 for freight and refrigeration. 


. . 6 e ° e . e . . . e e e 


Exclusive of advertising, the entire service of the central exchange 
cost an average of 7.7 cents per box for the year ended October 31, 
1922. Immediately following the freeze, the force and expenses were 
reduced to the minimum compatible with conserving the efficiency of 
the organization for the sale of the fruit to be shipped, but with the 
smaller volume the per box cost is higher than in other recent years. 

The average cost of the service rendered by the district exchanges 
during the same period was 1.8 cents per box, making the total average 
operating cost 9.5 cents per box, or 1.69% of the delivered value of 
the fruit and 2.27% of the f.o.b. returns. 


. . e e e e e e e . e ° e 


The estimate of January 1 indicated a crop for the season of nearly 
15,000 cars—an increase of 3,000 cars over the previous year and 
6,000 cars over 1920. The estimated California crop was in excess of 
the combined supply of California and imported lemons in any previous 
year. The total supply of lemons in the United States in 1920-21 was 
13,903 cars, and the year before 13,251 cars. Two years ago, the 
California crop as a whole sold at a loss, and it was only the unusually 
hot summer in 1921 that allowed the average price for that season to 
be above the cost of production. 

Because the principal lemon acreage® is in the districts where the 


° The present bearing lemon area in California comprises 33,000 acres, which 
are now producing more than the normal consumption of the United States and 
Canada. The 17,000 acres of non-bearing trees, if properly cared for, will create 
a supply greatly in excess of present demands. The exchange growers, having 
this condition in mind, have for a number of years used educational advertising 
intensively to inform the public of the many valuable and delicious uses for 
lemons; they are working with the trade toward better displays, lower margins 
and more rapid turnover, and are studying in detail market possibilities, develop- 
ing new markets where practicable, and are endeavoring to put lemons in all the 
markets in the best condition possible. During the past season several new mar- 
kets have been opened, largely in territories previously supplied with foreign 
lemons. Annual Report of the General Manager of the California Fruit Growers’ 
Exchange, October 31, 1921, p. 13. 
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temperatures were not so severe and a larger proportion of it was pro- 
tected by orchard-heating devices, the lemon crop suffered less than 
the orange crop by the freeze in January. The fruit picked after the 
freeze amounted to 64% of the quantity originally estimated to be 
picked from that date. 

The prices of lemons, when compared with other years, were not 
materially affected by the freeze because, due to the increased crop, 
the shipments from California were greater after that time than in any 
other year, excepting 1919 and 1921, and the importations of Italian 
lemons were increased. However, it is questionable whether the entire 
crop, with the addition of normal imports, could have been marketed 
to advantage, considering the high cost of its production. 


e e e e ° 


The demand for lemons is increasing, due to the continuous publicity 
calling the attention of the public to the many ways in which they may 
be used to advantage in the household; due to the development of the 
lemonade demand, and to a better and more regular distribution. The 
markets absorbed a heavier supply during the winter and spring months 
than ever before at good prices, and the average for the season has been 
satisfactory, with practically a maximum supply compared with other 
years and with no unusually favorable weather conditions in the con- 
suming sections. 

It is true, however, that except for the frost damage California would 
have produced this year considerably more lemons than the United 
States and Canada have ever consumed, and the most intensive work 
to further develop the markets and increase the per capita consumption 
is necessary to successfully market prospective future crops. Lemon 
trees are more susceptible to damage than orange trees, due to their 
more vigorous growth in the winter months, and next season’s pro- 
duction will be more seriously affected by the freeze of last January 
than in the case of oranges. Nevertheless, the prospects are for a 
greater quantity than was shipped this year, and the rapid recovery of 
the groves indicates a production in 1924 of as large a crop as Cali- 
fornia has ever shipped and an increasing one thereafter. 


The first purpose of Sunkist advertising is to increase the total use 
of oranges and lemons, and the second to create and increase the con- 
sumer and trade preference for California citrus fruits, particularly the 
Sunkist brand. The third objective is to extend markets and promote 
reasonable margins, good displays, and sound merchandising methods 
with the trade. 

In revising the season’s advertising plan on a short crop basis to 
keep the expenditure within the appropriation of 314 cents per box on 
oranges and 6 cents per box on lemons, the educational features of 
Sunkist advertising were kept predominant. Emphasis was placed on 
the health value of citrus fruits, the place of these wholesome fruits 
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in the well-balanced diet and especially the necessity of orange juice 
for infant feeding. 


California citrus fruit growers must be mindful of the constantly 
increasing competition from other fruits, the acreage of which is being 
rapidly extended, of the advertising of these fruits and of other food 
products, and continue their advertising on a scale which will keep 
oranges and lemons in the enviable position which they now occupy 
with the public, and extend their use.® 


The following statements are excerpts from the annual report 
of the general manager of the exchange for 1925: 


The season 1924-25 has seen the greatest returns to California for 
the citrus fruit crop of any year in the history of the industry. Based 
upon exchange results the total crop has returned to California $93,- 
581,263.71. The delivered value of the crop was $122,245,523.99, 
including approximately $28,664,260.28 for freight and refrigeration. 

This result was obtained on a reduced volume of fruit due to a severe 
freeze which occurred December 25, 26, and 27. The total citrus fruit 
shipments reported by the railroads for the year ended October 31, 
1925, were 409,437 carloads, compared with 60,732 carloads the previous 
year. The orange and grapefruit shipments were 37,679 carloads and 
the lemon shipments 11,758 carloads. 

The exchange handled 75.4% of the total crop, or 37,258 carloads, 
returning to California $70,236,507.02, compared with $50,508,184.53 
the preceding year when 44,266 carloads were shipped through it. 

The exchange volume was 16% less than that of last year and the 
returns, f.o.b. cars California, 39% more. Figured back to the tree, 
the returns to the growers were over three-quarters greater than those 
of last year. 

The returns last year were not satisfactory, but comparing results 
with those of 1922-23, when the volume was practically the same and 
the returns normal, the returns, f.o.b. cars California, were 27% greater 
and for the fruit on the tree 41% greater this year. 

Expressed in terms of boxes, exchange shipments equaled 11,967,715 
of oranges and grapefruit and 4,176,677 of lemons. 


° 


Exclusive of advertising, the cost of the California Fruit Growers’ 
Exchange service was 6.87 cents a box for the season 1924-25. 

The cost of the district exchange service averages 1.59 cents per 
box, which brings the total average operating cost to 8.46 cents per 
box. This represents 1.49% of the delivered value of the fruit mar- 
keted and 1.94% of the f.o.b. returns. The smaller volume this year 
resulted in a higher per-box cost than usual. The operating cost of 


5 Annual Report of the General Manager of the California Fruit Growers’ 
Exchange for the Year Ended October 31, 1922, pp. 7, 8, 12, 14, and Ten 
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the exchange in normal years has been about 5.5 cents per box. 

In addition 4%4 cents per box of oranges and 7 cents per box of 
lemons was expended in national advertising and dealer service work, 
making an average cost for both marketing and advertising of 2.4% of 
the delivered value of the fruit. 


Advertising is a form of education and, like education, the work is 
never finished. The American market of 120 million people is a chang- 
ing one, changing as to individuals and as to habits and customs of the 
people. It requires sustained effort, as well as alertness to oppor- 
tunity, to maintain and increase public preference for a food product. 
The exchange has recognized both necessities. 

Millions of favorable and convincing impressions have been deliv- 
ered to the American public through the exchange advertising campaign 
of 1925. Recipes and use suggestions which delineate attractive ways 
of using oranges and lemons have been presented to the public, rein- 
forced by sound information on the health value of citrus fruits. 
Scientific evidence is accumulating on every hand to further establish 
citrus fruits as outstanding in health attributes among fruits. The 
medical profession, research workers and the forces of public education 
are unanimous in urging a liberal consumption of fruit as a measure 
of general healthfulness. This situation affords the citrus industry 
an exceptional opportunity to tie its own advertising efforts closely to 
this public program. This has been done by the exchange, which has 
also been instrumental in initiating several specialized investigations by 
competent authorities to establish additional health evidence. 

Such a policy of sound and helpful education affords the exchange 
an unusual entree with teachers and public institutions. As an instance, 
Sunkist bulletins numbering 1,821,000 were distributed to domestic 
science teachers and federal extension workers this year. These bulle- 
tins were ordered by the teachers and used for classroom instruction. 
In the same manner 83,000 dietetic bulletins were distributed to nurse 
training schools. These bulletins outline the health value of citrus 
fruits in the diet and go to those who are students of the subject and 
are passed on to the millions they advise. 

No marketing plan can reach the full measure of success without 
the intelligent and complete cooperation of the trade. There are approx- 
imately half a million retail outlets for citrus fruits. This vast army 
of distributors is vital to the successful marketing of the citrus crop. 
Adequate stocks, good display, reasonable margins and rapid turn- 
over are necessary factors in proper distribution. The exchange dealer 
service program, which represents 25% of the annual advertising 
investment, deals with these things. 

Dealer service men working in the marketing centers carry the mes- 
sages of better merchandising to thousands of dealers annually, 45,000 
being the number personally visited this season; 28,000 Sunkist and 
Red Ball sales windows were installed, 10,000 calls were made on 
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Sunkist extractor owners in the interest of stimulating the sale of 
orangeade and lemonade at soda fountains and of improving the qual- 
ity of these drinks served. Letters aggregating 146,153 were mailed 
to the trade, supplementing this personal service. The chief value of 
the work is its cumulative effect. It has been a part of the exchange 
advertising plan for ten years. It is designed to furnish object lessons 
of the resultfulness of good display and reasonable margins and to serve 
as a clearing house for progressive sales ideas. This work further 
serves to increase the effectiveness of other forms of exchange adver- 
tising. 

Commercial orangeade and lemonade are now substantial factors in 
citrus fruit demand and furnish the most promising sources of addi- 
tional demand. The exchange is largely responsible for developing this 
new market, and its growth is a matter of only four years. Citrus fruit 
consumption at soda fountains was relatively insignificant until the 
Sunkist electric juice extractor was perfected in 1922. Approximately 
7,000 of these machines were sold this season, bringing the total now 
in use to 27,000. At the rate of a box of citrus fruit a week, which is 
conservative aS a year-round average per machine, these Sunkist 
extractors are directly responsible for a fruit consumption of 1,350,000 
boxes this season. This represents new business of approximately 
3,400 carloads. Every eight Sunkist extractors which can be placed in 
service create a new market for an extra carload of oranges and lemons. 

In the furtherance of this program the exchange is operating a model 
store on the board walk of Atlantic City, serving fresh fruit lemonade 
and orangeade on the “See-it-made” principle. The store has served 
more than a quarter-million customers since its opening in April. For 
equipment the store employs a special Sunkist fountain unit which is 
admirably adapted to rapid and cleanly service. The object is to 
demonstrate to the fountain operators and concessionaires the soundness 
of serving a pure fruit drink in place of the synthetic and fortified 
preparations which have taken advantage of the orange and lemonade 
desire of the public. 

The exploitation of fresh fruit orangeade and lemonade is important, 
not alone because of the amount of citrus fruit directly consumed in 
this way. Even more significant is the sampling and reminder through 
displays in prominent locations which serve to keep oranges and lemons 
constantly and conspicuously before the people.’ 


CoMMENTARY: The experience of this organization illustrates the 
difference between expansibility of market and elasticity of demand. 
By the use of advertising and other active sales promotion methods the 
market for citrus fruits was greatly expanded without continuous re- 
ductions in price. The market yielded to the pressure of the sales 
methods adopted; it was expansible. There may be some degree of 





7Annual Report of the General Manager of the California Fruit Growers’ 
Exchange, October 31, 1925, pp. 5, 7, 8, 14, 15, and 16. 
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elasticity to the demand for citrus fruits—that is, the demand may 
be influenced by price changes; nevertheless, the industry could not 
have prospered if it had relied on reductions in price to dispose of its 
crops. One of the chief reasons for the formation of the cooperative 
organization, indeed, was the fact that prices received by the growers 
had been below production costs for several years, and the volume of 
sales had not increased readily in response to reductions in prices. 

In reviewing the experience of the cooperative organization, we must 
recognize that changes in general business conditions have affected the 
industry. The Southern California Fruit Exchange was formed during 
a period of general business depression, and its subsequent prosperity 
was attained partly because of the improvement in general business 
conditions. The methods adopted for grading, pooling, and shipping 
fruit played a large part in the attainment of success by the cooperative 
society. After making allowance for these factors, however, the fact 
remains that the market was expanded by merchandising methods which 
stimulated wider and wider demand rather than by price reductions. 

Although the amount spent for advertising became large in the aggre- 
gate, it was but a small fraction of the selling price of the fruit. The 
total advertising appropriation in 1925 was about $830,000, at the 
rate of 4) cents per box of oranges and 7 cents per box of lemons 
shipped by the exchange. It is inconceivable that a reduction in price 
of 4% cents per box of oranges and 7 cents per box of lemons would 
have stimulated demand as greatly as it was stimulated by the adver- 
tising program of the exchange. 


May, 1926 M. T.C. 


MENTON Company! 


WHOLESALER—GROCERIES 


ADVERTISINGC—Change from Newspaper and Street-Car Cards to Direct Mail 
and Personal Canvassing. Sales of merchandise under its own brand 
constituted a large part of the annual sales of the company, a wholesale 
grocery firm. In 1924 the company undertook an advertising program 
which called for the use of newspapers and street-car cards in its terri- 
tory. For the following year, the company decided to utilize direct- 
mail circulars, household canvassing, and various other means of sales 
promotion in preference to newspapers and street-car cards. 


BRAND DEVELOPMENT—Advertising by Wholesaler to Consumer. In 1917 
the company, a wholesale grocery firm, began to sell merchandise under 
its private brand. At the outset, the company did not advertise the mer- 
chandise bearing its brand, but in 1923 it advertised in newspapers and 
street-cars within its territory and the following year modified its sales 
promotion plans to utilize direct-mail circulars, personal canvassing, and 
other means of stimulating demand from consumers. 


(1924) 


Practically all the canned goods, bottled goods, coffee and tea, 
and some of the cereals sold by the Menton Company, a whole- 
sale grocery firm, bore the company’s private brand. In the 
latter part of 1924, in an attempt to create a greater consumer 
demand for the Menton products and to increase sales in the 
more profitable lines, the company installed a sales promotion 
department. 

The Menton Company was situated in a middle-western city 
with a population of about 2,000,000. With few exceptions, the 
company’s customers were located within a radius of 20 miles; 
all merchandise was delivered by the company in its own trucks. 

The annual net sales, which consisted of medium-price, non- 
perishable merchandise, were about $1,900,000. The annual 
rate of stock-turn was about 8 times, and net profit, after deduc- 
tion of interest on owned capital, was 3% of sales. The company 
employed 16 salesmen, paying them 3314 % of the gross margin 
on their sales. With the exception of coffee-roasting and tea- 


1 Fictitious name. 
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packing, the company did no manufacturing. Inventories and 
purchases were not departmentized.. 

The Menton Company first sold merchandise under its private 
brand in 1917. Merchandise under this brand was of a distinctly 
higher grade than the corresponding merchandise previously sold. 
The company did not advertise the private brand while introduc- 
ing it. In the latter part of 1923, however, the company began 
to advertise this brand in local daily newspapers and in street- 
cars. During the next 12 months the company spent $8,000 for 
such advertising. In 1924 the company was making from 30% 
to 40% of its sales under the Menton brand. 

In the fall of 1924 the president of the Menton Company con- 
cluded that the newspaper and street-car advertising was not 
effective in reaching the public. The advertising never had stim- 
ulated a measurable increase in the volume of sales of any par- 
ticular item. The president discontinued this advertising, there- 
fore, and established a sales promotion department. He placed 
in charge of the department one of the company’s salesmen who 
had had experience in the retail grocery trade. This manager 
had from one to four assistants. The assistants were about 20 
years of age and were selected because of their alertness and 
ability as salesmen. The salary paid an assistant was $20 a week. 

The sales promotion department asked the company’s retail 
customers for the names of those consumers who were most likely 
to become purchasers of Menton products. Although at first a 
few of the retail grocers were reluctant to comply with the request, 
they cooperated fully when they understood the company’s policy. 
In all, 119 retail grocers supplied a list of 9,800 names. These 
names the promotion department used as a mailing list and also 
as a basis for personal solicitation by the members of the depart- 
ment. The company distributed monthly to each of the 9,800 
consumers a folder describing the merchandise sold under the 
Menton brand. The folders, about 7 inches by 10 inches in size, 
were printed in two colors on a high grade of heavy paper. On 
the front of each folder appeared the address of a consumer and 
the name and the return address of the retail grocer who had 
supplied the consumer’s name. On the back of the folder there 
was a slogan designed to attract the customer’s attention. For 
example, the words Lenten Menu—Tasty Food for Particular 
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Folks appeared on the folder mailed at the beginning of the 
Lenten season. 

On the inside of each folder and at the top of the page, from 
four to six of the company’s products were pictured in an attrac- 
tive manner. Selected recipes suggesting methods of serving the 
products displayed were given beneath the pictures. The Lenten 
folder, for example, advertised salmon, crab meat, lobster, tuna 
fish, sardines, and macaroni. The accompanying recipes were for 
salmon croquettes, crab-meat cutlets, lobster salad, and macaroni 
and cheese. The company learned that housewives often kept 
these folders because of the recipes. The cost of distributing the 
folders, including printing, addressing, and stamps, was about 
. $300 per month. 

Members of the sales promotion department personally solicited 
orders from the prospective customers whose names the retail 
grocers had supplied. Each representative carried a sample case 
which contained from six to eight items, and, whenever possible, 
he gave the consumer an opportunity to sample the merchandise. 
The representative then solicited orders, which were to be filled 
by the retail grocer who had supplied the name of the purchaser. 
The salesman who customarily called upon the retailer received 
a commission for the subsequent sale which the Menton Company 
made. 

The company estimated that the representatives could make 
demonstrations to three out of every six women called upon and 
sales to one or two of the three. Frequently women who refused 
to purchase from a representative would go to a retail grocer 
within a short time and purchase the product from him. 

The sales promotion department used another’ method of 
acquainting the public with the company’s merchandise. This 
was the serving of luncheons and dinners free of charge to church 
and social organizations. The arrangements differed with each 
instance. Ordinarily, the Menton Company supplied all the 
vegetables needed for the luncheon or dinner; the retail grocer 
most closely associated with the organization supplied the meat; 
and the organization itself furnished ice-cream. Members of the 
organization prepared the meal. In one instance of a dinner 
served to 150 people the total cost to the company was only $30. 
In some cases, before the Menton Company agreed to supply the 
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luncheon or dinner, the members of the association were required 
to sell a specific quantity of merchandise for the retail grocer who 
was to participate in the plan. 

One important benefit which the company derived from the 
work of the sales promotion department was the stimulation of 
the sale of products which previously had been slow moving. 
Sales of canned crab meat, for example, had not been satisfactory. 
At one dinner the company served crab-meat cutlets, the recipe 
for which was printed in the “Lenten Menu” folder. As a result, 
sales of the company’s crab meat increased to such an extent that 
a week before Easter none of this product remained in stock. At 
the beginning of 1924 the company had purchased 1,000 cases 
of another product. This merchandise had remained in stock for 
a year; the company finally had disposed of it at a loss. The 
company was confident, however, that with adequate sales effort 
it could sell this item profitably, and, consequently, placed a new 
order for the item. Through the efforts of the sales promotion 
department the company sold 318 cases of this item at a profit 
during the first four months of 1925. The company expected 
repeat orders to be satisfactory. In the future the company 
intended to make even greater efforts to create new uses for slow- 
moving merchandise which it had in stock. 

The company obtained through its sales promotion department 
an increase in sales to the retail grocers for whom the promotion 
work was done. For example, a representative in three days had 
sold $107 worth of merchandise for one grocer. The grocer had 
increased the size of his purchase from $107 to $350 at retail 
prices. In another instance, a retail grocer had intended to go 
out of business because of competition from chain stores. The 
Menton Company had pointed out to him that no grocer in the 
community was selling high-grade merchandise and had urged him 
to stock the Menton line exclusively. The company’s representa- 
tive had sold $210 worth of merchandise for the grocer. In a 
period of two weeks, immediately preceding and following the 
campaign, the grocer had purchased $700 worth of merchandise 
from the company. 

The sales promotion department also assisted the company in 
obtaining new customers. In one instance, a man who was open- 
ing a new retail grocery store offered to purchase from $1,200 to 
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$1,500 worth of merchandise from the Menton Company if it 
would do sales promotion work in his territory. The request was 
granted; the work of the sales promotion department was satis- 
factory; and the company obtained the order. 

In the course of its sales promotion work, the department had 
an opportunity to ascertain what products consumers desired. 
In 1924, for example, the company had sold roo cases of chili 
sauce in 16-ounce bottles at 35 cents retail and 200 cases in 
8-ounce bottles at 20 cents retail. The sales promotion depart- 
ment learned that consumers preferred to purchase chili sauce 
in 12-ounce bottles rather than in either the 8-ounce or 16-ounce 
bottles, which were the only sizes then sold by the company. The 
company contracted with a canner to supply 800 cases of 12-ounce 
bottles at a price which permitted the product to retail at 25 cents 
a bottle. In the first few months of 1925, the sales of 12-ounce 
bottles of chili sauce were such that the company was certain 
that it would dispose of the 800 cases in 1925. Sales of this 
product had been increased partially through the efforts of the 
sales promotion department in demonstrating and distributing a 
recipe by which Russian dressing could be made with Menton 
chili sauce. 

Several other advantages were obtained by the company as a 
result of its sales promotion department. The department proved 
to be an excellent means of training salesmen. The young men 
who were experienced as representatives in the department could 
be substituted satisfactorily, when needed, for salesmen. 

The department also had adjusted the complaints of both con- 
sumers and retail grocers. In one instance, a retailer who had 
decided to discontinue the sale of Menton products because of 
a disagreement with the credit manager had been reconciled to 
the company through the efforts of the sales promotion depart- 
ment. Another retail grocer had wished to return merchandise 
which he stated he could not sell. The sales promotion depart- 
ment succeeded in creating a demand for the product among his 
customers, with the result that repeat orders for this merchandise 
were received from the grocer. 


Commentary: The first point of significance in this case is the recog- 
nition by the wholesale grocery firm that it must assume a burden of 
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sales promotion in order to strengthen its private brand. It was neces- 
sary for the company, if the private brand was to attain real significance, 
to interest consumers in that brand. Although this burden involved 
extra expense, it was a clearcut means of stimulating sales in the more 
profitable lines.2 The Menton Company by its policy undertook to 
move the merchandise out of the retail stores, not merely to place it 
on the retailers’ shelves. 

The second point of significance in this case is the decision of the 
company to substitute direct circularizing and household canvassing for 
newspaper and street-car advertising. The company clearly was ex- 
perimenting with different methods of promotion and the enthusiasm 
which it manifested for its latest venture does not prove that it would 
find adherence to the new plan advisable after the novelty had worn 
off. The use of circulars which were mailed directly to consumers 
made possible the use of typographical and pictorial methods that 
were not available for newspaper advertising. In these circulars, it 
also was practical to state the message at greater length than in the 
newspapers and especially than in street-car cards. In doing this, the 
company could offer recipes to housewives and thereby strengthen the 
buying motives for its products. The direct-mail and personal can- 
vassing methods also reached the homes of consumers and could be 
addressed to selected consumers who might be expected to convey to 
their friends and neighbors their appreciation of Menton products. In 
carrying out this program, however, the number of consumers reached 
would be much smaller than the number of newspaper readers and 
street-car passengers. In order to hold patronage, the experience of 
other advertisers would indicate that continuous circularizing probably 
would be necessary. As the mailing list became longer, the cost would 
increase very likely to a point where it would exceed the 1.2% of sales 
of private brand merchandise which the company had spent for news- 
paper and street-car advertising in 1924. 

The use of the direct-mail and personal canvassing methods, further- 
more, had a disadvantage for such merchandise as this in tending to 
tie down the distribution to too few retailers. The success of the com- 
pany in securing the cooperation of selected retailers was likely to 
cause apathy on the part of other retailers and thus to restrict distribu- 
tion; yet the company’s products fell into the class of convenience 
goods for which it was desirable to have as dense distribution as pos- 
sible. The use of canvassing methods, furthermore, for merchandise 
on which the unit of sale was so small as for most grocery items was 
likely to become prohibitively costly when carried out on a substantial 





2See also, in this connection, Cleland Company, page 191, and Pulitzer Com- 
pany, page 180. 
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scale. The furnishing of materials for church dinners is an old scheme 
which has been looked upon with less and less favor by merchants in 
many communities. There is doubt as to its effectiveness in stimulating 
demand for particular brands, and it is difficult to avoid abuses of the 
practice without arousing enmity among solicitous promoters who 
assume the attitude that if the company furnishes materials for one 
charitable enterprise it should treat them similarly. 

The company apparently was meeting with success in its methods 
of sales promotion. It was quite likely, however, that further experi- 
mentation would be necessary before the final solution of the com- 
pany’s merchandising problem was found. 


November, 1925 Moi 


BIGELOW FURNITURE COMPANY! 


MANUFACTURER—FURNITURE 


AGGRESSIVE SELLING—Active Solicitation of Orders. The company manu- 
factured high-grade furniture upon special orders only. It had devel- 
oped its sales volume with little direct sales effort, depending upon the 
excellence of its work and its reputation to bring interior decorators, 
architects, and other customers to it. The company had one salesman 
and two representatives who visited comparatively few customers or 
potential customers. It was proposed that the company employ addi- 
tional salesmen to solicit orders actively. 


(1922) 






















The Bigelow Furniture Company manufactured solely upon 
special orders. It was a long-established firm, and, in 1922, 
was one of the largest producers of special-order furniture in the 
United States. Its sales volume had increased gradually with 
little direct sales effort; sales in 1921 were approximately $350,- 
000. The company reproduced any piece or suite of furniture 
desired by customers and was prepared to design suites to har- 
monize with any specified chair, table, or other piece. Many of 
the desks, chairs, and tables which the company manufactured 
required carving, and much of the panel work required artistic 
painting. The company had sold several pieces for more than 
$2,000 apiece, and a large number of pieces for several hundred 
dollars each. Hinges and other metal parts requiring special 
work were made at the company’s plant. The company employed 
six designers and eight skilled workmen who made carvings from 
original designs as well as replicas of figures appearing in pieces 
of foreign furniture. All painting on the furniture was done by 
hand. 

In 1922 the executives of the company were considering the 
advisability of employing additional salesmen to solicit orders 
from interior decorators and from retailers selling high-grade 
furniture. Practically every year, for a long period, the company 
had obtained a single order amounting to from $100,000 to 
$200,000, so that with the small orders it received it had been 
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able to maintain a satisfactory volume of operations. Since the 
company could not be sure of continuing to receive a large order 
each year, the executives were of the opinion that the company 
should plan to obtain adequate sales independently of any ex- 
tremely large orders which might be received. 

In the 10 years from 1890 to 1900 the Bigelow Furniture 
Company had sent pieces produced at its plant to the furniture 
exhibitions held in Grand Rapids, Michigan. The company had 
been, in fact, one of the first companies to send furniture from 
outside of Grand Rapids to the exhibitions held there.” In 1900, 
however, the company had concluded that few buyers who were 
interested in special-order furniture attended the exhibitions, and 
that the business which the company obtained by taking part in 
the exhibitions was not sufficient to warrant the cost. 

After deciding not to continue to take part in the Grand Rapids 
exhibitions, the Bigelow Furniture Company had employed two 
salesmen for several years. Those salesmen had traveled through- 
out the country, calling chiefly on interior decorators. The 
company finally had decided that this sales effort was unneces- 
sary, on the ground that the interior decorators who placed orders 
with the company would do so without the solicitation of sales- 
men. 

In 1922 the company had an office and display room in New 
York City in which it exhibited several thousand dollars worth 
of the finest pieces of furniture that it had manufactured. That 
office was in charge of a salesman who was also an able designer. 
He had many photographs and drawings showing the work done 
by the company. He himself designed furniture for customers 
and was so busy consulting with interior decorators, architects, 
and owners of large estates that he had time in the course of a 
year to call on but ro or 12 of the numerous interior decorators 
in New York City. 

In Chicago, the company had a representative who worked on 
a commission basis. He also represented several other companies 
selling supplies to interior decorators. In California, the com- 
pany had a representative who made one sales trip a year, visiting 
the principal interior decorators of Washington, Idaho, Oregon, 
and California. That man also represented several companies. 


































*See Touraine Company, page s6. 
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Sales to high-class hotels were a substantial part of the Bigelow 
Furniture Company’s business. Hotels in Baltimore, Washing- 
ton, New York City, Chicago, San Francisco, and other large 
cities had purchased their lobby, ballroom, and reception room 
furniture from the company. The company had obtained those 
orders with little sales effort. The first few hotel orders had been 
obtained from the interior decorators who were in charge of the 
work of furnishing the hotels, but since then the managers of 
other hotels had come directly to the company. The contract 
departments of several large department stores in New York City 
and Philadelphia secured much of their furniture for decorating 
hotels, clubs, and large residences from the company. 

Several interior decorators located in different sections of the 
United States, who took contracts for the decoration of only one 
or two large residences, a hotel, or a club during the course of a 
year, customarily bought their furniture from the Bigelow Furni- 
ture Company. In some instances, the company contracted with 
the interior decorators, but generally it contracted directly with 
the persons who were having the decorative work done. The 
company’s terms of sale were 2% for cash in to days, net 30 days. 

The company did not plan to keep furniture in stock or to build 
furniture of standard designs, even if it increased its sales volume 
by employing additional salesmen to visit interior decorators and 
retailers. The company would continue to manufacture upon spe- 
cial orders only. However, if enough orders were received for 
furniture of the same type, it might be feasible for the company 
to adopt some of the manufacturing methods used by companies 
producing large quantities of furniture for stock. 

The Bigelow Furniture Company, however, did not want to 
make any changes which would alter the type of work done in its 
plant. The plant was equipped to do special-order work and the 
employees were skilled in that type of work. Many of the em- 
ployees had been with the company for 20, 30, or 40 years. The 
company was unwilling to manufacture on a quantity basis. For 
these reasons, the management recognized that it might be inad- 
visable to increase the cost of selling by employing additional 
salesmen. The number of customers who could afford to purchase 
the grade of furniture which the company manufactured was com- 
paratively small. 
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ComMENTARY: This case furnishes an example of a business in which 
intensive solicitation of orders and avoidance of a high degree of con- 
centration of orders were not desirable practices. 

The company was carrying out consistently a policy of producing 
furniture on special orders for customers who desired to manifest a 
highly individualized expression of artistic taste. These customers did 
not desire standardized furniture, however artistic it might be in itself, 
because it was not distinctive and because it was not likely to blend 
fully with the other furnishings in the rooms in which it was to be 
placed. The demand for special-order furniture, such as the company 
produced, was sporadic, appearing at scattered sources without regu- 
larity as to time or frequency. Under these circumstances, for the com- 
pany to have attempted to solicit orders intensively not only would have 
been wasteful, because of the sporadic character of the demand, but 
might have endangered its prestige with that group of consumers who 
desired to manifest highly individualized tastes. The Bigelow Furniture 
Company was catering to consumers whose demands were even more 
highly specialized than were the demands of consumers of the type to 
which the Touraine Company’s? products were sold. The Bigelow 
Furniture Company’s clientele represented the extreme of exclusiveness 
in demand. 

The company’s representatives, it is judged, were maintaining 
friendly personal relationships with the few interior decorators and 
architects who were most likely to have occasion to name Bigelow 
furniture in their specifications. Attempts to become intimately ac- 
quainted with a much larger number of decorators and architects prob- 
ably would not have been worth the cost. 

The experience of the company that a single large order constituted 
a substantial part of its sales each year was a ground for apprehension 
in so far as there was a chance that some year no such order would be 
secured. On the other hand, much of the company’s prestige must 
have accrued from the association of its name with these large orders. 
The more large orders the company filled satisfactorily, the more it 
was likely to receive, because of the continual enhancement of its repu- 
tation. It must be remembered, moreover, that all the company’s orders 
were special orders. This company was in a merchandising position 
that was altogether different from that of a company manufacturing 
standardized products for which a constant flow must be maintained 
through predetermined trade channels. For the Bigelow Furniture 
Company, when an opportunity to secure a large order appeared, there 
was no likelihood that its acceptance would imperil relationships with 
other customers, because there was little continuity to those relation- 


3 See page 56. 
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ships. Aside from changes in general business conditions, there were 
no reasons for the company to apprehend increasing difficulties in con- 
tinuing to secure large contracts of the type which it was equipped to 
fulfil. 

The company was following a sound policy in seeking large individual 
orders and in not utilizing generally intensive methods of sales pro- 
motion. 


March, 1926 MiTAC. 


Moopy & WELLS LUMBER ComPpANY?* 
WHOLESALER—YELLOW PINE 


AGGRESSIVE SELLING—ACctive Solicitation of Orders. The company, a whole- 
sale firm selling yellow pine to retailers and contractors, employed but 
one salesman, who visited customers at infrequent intervals in order to 
have some acquaintance with their requirements. It was suggested that 
the company should solicit orders actively, as was being done by steel 
and cement companies, which, it was asserted, had extended the use of 
steel and cement at the expense of the use of yellow pine. The com- 
pany decided, however, that the nature of its market was such that sales 
could not be increased appreciably by aggressive sales methods. 


(1922) 


The Moody & Wells Lumber Company, a wholesale firm which 
sold yellow pine to retailers and also directly to contractors, had 
not followed a practice of conducting vigorous sales campaigns or 
of sending out salesmen to stimulate a demand for its products. 
The company’s one salesman visited the permanent customers at 
infrequent intervals in order to have some acquaintance with their 
requirements. The rest of his time he spent in the office or in the 
yard supervising the filling of orders or making adjustments with 
customers. A majority of the officers of the company were con- 
vinced that it was impossible for a large wholesale lumber com- 
pany to increase its sales of lumber appreciably by sending out 
salesmen. These officers averred that a salesman could not con- 
vince any one who did not intend to buy lumber that it was de- 
sirable for him to do so; they contended that lumber was pur- 
chased on the basis of price, quality, and service. The general 
manager of the company summarized the position of these execu- 
tives in the following statement: 

Our retail customers stock spruce but do not stock yellow pine because 
of the large number of sizes which would have to be carried in stock 
and the large amount of money which would have to be tied up in the 
stock. When they desire yellow pine to fill an order from a contractor 
or other buyer, they submit their schedule for bids to the various yellow 
pine wholesalers in the vicinity. It would make no difference to them 


in the placing of their orders whether our salesman had called on them 
in the last day or two, as their decision as to who shall obtain the 
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order will be made on the basis of price and any opinion which they may 
have obtained from previous experience regarding the relative quality 
of the timbers and service furnished by the various wholesalers. The 
same situation exists in the case of contractors and others who buy 
directly from us. They may want yellow pine timbers only once or 
twice a year, and it is impossible for us to tell when they will need 
them. If their order is of any size, they will submit a schedule to our 
competitors and the contract will be awarded on the basis of the bids 
submitted. If a man is not planning to use yellow pine timbers for 
his work, I do not feel that any amount of sales effort will make him 
change his plans. 


Certain members of the management group disagreed with this 
point of view and, in 1922, recommended that the company adopt 
an aggressive sales policy. They pointed out that it was the prac- 
tice of steel and cement companies to keep salesmen constantly 
on the road and asserted that these salesmen had succeeded in 
extending the use of steel and cement at the expense of the use of 
yellow pine. Many retail lumber yards, said these officers, had 
been persuaded to stock cement. One of the executives stated 
that the selling problems of lumber wholesalers were similar to 
the selling problems of manufacturers of textile and other mill 
machinery, and that those manufacturers employed salesmen to 
stimulate sales of their products. This executive said further: 


It seems to me that a demand for lumber can be stimulated just as 
well as a demand for concrete or steel. It may not be possible to con- 
vince a man that he should build, but it should be possible to convince 
him that when he does build he should use lumber instead of concrete 
and steel construction. It, also, should be possible to convince him 
that it is to his advantage to buy from you rather than from one of 
your competitors, especially if the competitor does not also have sales- 
men out. 


The Moody & Wells Lumber Company, however, decided not 
to change its sales policy. 


ComMENTARY: This case presents arguments pro and con on a con- 
troversial question. The company apparently had no specific evidence 
to substantiate either one view or the other. The analogy with textile 
and other mill machinery cited is not conclusive, for such machinery 
is sold usually to known prospective customers and technical points 
must be explained by a representative of the seller before a sale is 
consummated. The lumber company did not have an equally definite 
group of prospective customers to approach nor was its product highly 
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technical. The analogy with steel and cement may hold good, or it 
may not; the evidence is not yet available to prove that point. 

The lumber which the company was selling was of standard grade. 
Its qualities were known to contractors and retailers, Other potential 
buyers, who were contemplating the erection of buildings, could have 
been located by the company only with difficulty before their building 
plans were announced. At that stage the plans, in many instances, 
could not have been influenced by a lumber company’s salesmen. Under 
these circumstances there were strong reasons for doubting the prob- 
able success of a sales plan which envisaged the active solicitation of 
orders by a crew of salesmen. 


May, 1926 MST. CG: 


AMERICAN LOCOMOTIVE COMPANY 
MANUFACTURER—LOCOMOTIVES AND AUTOMOBILES 


SALES ORGANIZATION—Segregation by Lines of Products—(Commentary). 
The company, which manufactured locomotives, began also to manufac- 
ture and market motor trucks and passenger automobiles. The com- 
pany’s venture in the automobile business was said to be unsuccessful. 
Because of the differences in the nature of the markets for locomotives, 
motor trucks, and passenger automobiles, the company should have 
segregated its sales organization by lines of products. 


(1913) 


In 1906 the American Locomotive Company, one of the two 
companies that manufactured a large proportion of the steam 
locomotives produced in the United States, began to manufacture 
and sell passenger automobiles and automobile trucks. The com- 
pany acquired the American rights to the French Berliet car. 
The company built a large factory in Providence, Rhode Island, 
and invested $6,000,000 in this enterprise. The automobiles were 
mechanically successful and sold at high prices. In 1913 the 
company was said to rank third in the United States in the manu- 
facture of commercial motor vehicles. It was further stated that 
the company had established service stations in Long Island City 
and in San Francisco, and headquarters and branch offices in 
New York City, Chicago, Boston, and Philadelphia. For the 
first 3 or 4 years after entering the automobile industry, the com- 
pany sold its automobiles entirely through 4 retail branches. 
During the next 4 years, the company granted 89 agencies. 

In August, 1913, the company announced its withdrawal from 
the manufacture and sale of automobiles and motor trucks. The 
venture was said to have been commercially unsuccessful. While 
the location of the factory possibly was disadvantageous, the 
major difficulty appeared to have been in the sales methods used. 
When the announcement was made of the company’s discontinu- 
ance of the automobile business, it was stated that the company 
had not realized, at least not until too late, that quite different 
methods were required for the marketing of automobiles and for 
the marketing of locomotives. 





1 Printers’ Ink, August 28, 1913, pp. 82, 83. 
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ComMENtARY: This case illustrates that there are differences of vital 
consequence in the proper methods of marketing locomotives and auto- 
mobiles. After engaging in the manufacture of automobiles, the com- 
pany had markets of three types. The first of these was its old market 
for locomotives. Locomotives constituted an item of major equipment 
for purchasers and therefore fell into the class of merchandise which 
may be designated as installations. The market for locomotives was 
narrowly defined and the purchasers had technical knowledge of their 
requirements and of the equipment which the company was offering 
for sale. The individual orders received by the manufacturer of this 
equipment were large; sales were made directly to the users; and only 
a small sales organization was required. 

The second type of market was for motor trucks. Motor trucks, 
like locomotives, were industrial goods, but belonged in the class of 
accessory equipment instead of in the class of installations. Motor 
trucks were used for industrial purposes and it was essential that the 
company’s salesmen should possess specialized technical knowledge in 
order to show prospective customers the specific manner in which the 
trucks would meet their requirements. In that respect the truck market 
and the locomotive market were similar. The market for trucks, how- 
ever, extended over a wide area with a relatively large number of 
potential customers whose identity was not known to the manufacturer. 
For the trucks, moreover, it was necessary to provide auxiliary repair 
service. 

The third type of market was that for passenger cars. Passenger 
cars belonged in the category of consumers’ goods. It was necessary 
that these goods be distributed to a large number of dealers who would 
resell single cars to individual consumers unknown to the manufacturer. 
For this market, auxiliary service also was required, but the methods 
of stimulating demand were quite different from those suitable for 
trucks. Because of the differences in the nature of the company’s 
markets, segregated sales forces were essential. The same salesmen 
could not sell satisfactorily locomotives and automobiles, and it usually 
was advantageous to segregate the motor truck sales organization from 
the passenger car sales organization.” 


October, 1925 M. TG: 


2See also, for further consideration of the use of segregated sales forces for 
motor trucks and passenger automobiles, Rice Motor Company, page 153, and 
Clipper Truck Company, page 160. 





CANASTOTA STEEL AND TUBE CoMPANy ! 
MANUFACTURER—STEEL PRODUCTS 


DISTRIBUTION CHANNELS—Change Proposed to Obtain Better Prices for 
By-Products. The company, which manufactured steel, had disposed of 
the by-products from its coke ovens on a three-year contract with a 
chemical company which purchased about one-half the output on its 
own account and sold the remainder on commission. In order to insure 
the securing of the highest prices obtainable, it was proposed that the 
steel company should sell its by-products itself, although under a plan of 
direct sale it would be necessary for the company to employ salesmen 
solely for the sale of by-products. 


(1922) 


In the spring of 1922 a three-year contract between the Cana- 
stota Steel and Tube Company and the Pennsylvania Chemical 
Company’ was about to expire. Under the terms of the contract, 
the Pennsylvania Chemical Company agreed to purchase or sell 
all the by-products produced in the coke ovens of the steel com- 
pany. About half these by-products were bought outright by the 
Pennsylvania Chemical Company for use in making chemicals; 
the remainder were sold by the chemical company on commission 
to other users. The total sales of by-products of the Canastota 
Steel and Tube Company averaged about $700,000 a year. The 
chief items among the by-products were: pure benzol; toluol; 
solvent naphtha; commercial Xylol; phenol; naphthalene flakes; 
naphthalene balls; and sulphate of ammonia. 

The by-products customarily were sold f.o.b. producer’s plant. 
Prices were quoted per gallon on pure benzol, toluol, solvent 
naphtha, and commercial Xylol, per pound on phenol and 
naphthalene flakes and balls, and per 100 pounds on sulphate of 
ammonia. Under the existing sales arrangement, one man in the 
Canastota Steel and Tube Company’s office supervised all sales 
and shipments of by-products. The general sales manager was 
not certain, however, that the best prices obtainable were received 
by selling in this manner. Several of the company’s competitors 
did not enter into such contracts but placed the sales of by- 
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products under the control of their district sales offices, in order 
to reach a wide market directly. 

If the Canastota Steel and Tube Company adopted a plan simi- 
lar to that employed by these competitors, at least one additional 
‘ salesman would be required for each of the company’s 14 dis- 
tricts, since the men then representing the company in the branch 
offices were not familiar with the by-products or acquainted with 
the potential customers. The expense of opening up such a 
new field would be large. There also was the possibility that 
the Pennsylvania Chemical Company would be antagonized if 
the contract was not renewed and would refuse to purchase any 
more materials from the Canastota Steel and Tube Company. 


CommeENTARY: The general sales manager apparently had only a 
meagre knowledge of the potential market for the by-products and of 
market prices for those materials. The first task should have been to 
ascertain how the prices that the company was receiving compared with 
prices offered by various purchasers of such materials. That was a 
question of fact. Facts also should have been obtained regarding the 
potential market and means of developing sales. 

So far as the form of sales organization was concerned, if the com- 
pany were to have taken over the sales of by-products, it undoubtedly 
would have found it necessary to maintain permanently separate sales- 
men for the by-products. The principle of a segregated sales organiza- 
tion would have applied here as in the Tinkham, Littell Company, In- 
corporated, case.” 


November, 1925 MeTsGe 


2 Tinkham, Littell Company, Incorporated, 1 H.B.R. 352; commentary, 2 H.B.R. 
507. 





Rick Motor Company! 
RETAILER—AUTOMOBILES 


SALES ORGANIZATION—Segregated by Lines of Products. The manufacturer 
of the passenger automobiles for which the company held a local sales 
agency was about to place motor trucks on the market also. This raised 
the question as to whether the company should have all its salesmen sell 
both trucks and passenger cars or should use a separate sales organiza- 
tion for each. 

(1921) 

In February, 1921, the Rice Motor Company, Philadelphia 
distributor for the Peterson ‘6,”! selling at $1,650, f.o.b. Detroit, 
received notice from the manufacturer that a Peterson truck 
soon would be started in process of manufacture. The new 
truck was to be of 114-ton capacity, with a 4-cylinder motor. 
Advance notice was given by the manufacturer to all distributors 
in order that they might make plans for distribution of the truck 
and also that they might benefit by the advertising campaign 
which was to be started as soon as the trucks were ready for 
delivery. This notification raised the question as to whether a 
separate sales organization should be developed by the Rice 
Motor Company for the sale of Peterson trucks or whether the 
same salesmen should sell both trucks and passenger cars. 

The partners in the Rice Motor Company knew that one of 
their chief competitors, the Philadelphia Rowley Company,? in 
marketing Rowley trucks and passenger cars used the same sales 
organization for both products. The Rowley truck was a 4-cylin- 
der machine of 1%4-ton capacity. Several of the Philadelphia 
Rowley Company’s salesmen had built up a larger truck clien- 
tele than passenger car clientele, while others had a larger passen- 
ger car clientele. The Philadelphia Rowley Company exhib- 
ited trucks and passenger automobiles in the same showrooms 
and used the same repair shop for both. Reports on new trucks 
registered in the states in the Rice Motor Company’s territory 
showed that the Rowley truck was one of the leaders in sales. 
For the partners in the Rice Motor Company it was a question 
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whether this leadership had been obtained through special sales 
efficiency or because the Rowley truck had been among the first 
of its type on the market. 

The registration records indicated that the Sargent? truck also 
was one of the leaders in this territory. This truck was likewise 
a 4-cylinder machine with a capacity of 1% tons. In contrast 
with the policy of the Philadelphia Rowley Company the Water- 
house Company,” which was the distributor for Sargent trucks, 
separated its truck organization from its passenger automobile 
organization. Different salesmen were employed, and separate 
repair and reconditioning departments were maintained for trucks 
and passenger cars. Each truck salesman was given a definite 
sales district for which he was held responsible. The company 
secured at regular intervals lists of all trucks of any make sold 
in each district, and in that way was able to find out when and 
where the salesmen missed opportunities and which competitors 
were obtaining orders. 

Factory specifications for the Peterson truck indicated that it 
would be as sturdy and adaptable to all uses as either the Sar- 
gent or Rowley trucks. Variety of bodies and uses for the trucks 
were to be stressed instead of styles of bodies, as in the case of 
passenger cars. Attention was to be called to economy and rug- 
gedness, rather than to speed and easy riding qualities. Because 
of the common practice of overloading light trucks, all vital parts 
of the machine were to be built 50% above engineering specifi- 
cations. Nevertheless, it was expected that repairs and renewals 
would be required more frequently for trucks than for passenger 
cars. Extra room for workshops and extra repair men, therefore, 
would have to be secured. 


ComMENTary: The experience of the two competitors of the com- 
pany, so far as can be judged from the scanty evidence presented, was 
contradictory. It is probable, however, that the plan used by the 
Waterhouse Company, whereby the sales organization for trucks was 
separated from the sales organization for passenger cars, would be the 
more satisfactory for the Rice Motor Company. In such a case as this 
a combined sales organization, to be sure, permits greater freedom in 
giving assignments to salesmen according to the exigencies of the 
moment. That advantage, nevertheless, is likely to be more than offset 
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by the gains from specialization. The market for trucks is more clearly 
defined than the market for passenger cars, and an individual customer 
often will buy several trucks. For trucks the requirements of each 
customer usually are well defined. His buying motives, such as effi- 
ciency in operation, durability, and economy in use, are rational. In 
effecting sales to him emphasis is placed on mechanical features and 
utilitarian performance. For passenger cars, on the other hand, it is 
more difficult to locate prospective customers, and their purchases are 
not governed so much by utilitarian requirements as by individual 
preferences, social considerations, and financial resources. In the pur- 
chase of passenger cars, emotional buying motives, such as emulation, 
pride in appearance, personal comfort, and means of securing recreation, 
have a large influence. With such distinct types of customers and such 
differences in buying motives between the two types, segregated sales 
organizations usually may be expected to yield better results than can 
be obtained from a consolidated organization.* 


November, 1925 M. T.C. 


3 For other cases on the use of separate sales forces, see Tinkham, Littell, Incor- 
porated, 1 H.B.R. 352; commentary, 2 H.B.R. 507; Lewis Motor Car Company, 
3 H.B.R. 156; and Clipper Truck Company, 3 H.B.R. 160. 





Lewis Motor Car Company! 
RETAILER—-AUTOMOBILES 


SALES ORGANIZATION—Centralization of Responsibility Instead of Segregated 
Sales Force for Used-Car Transactions. The company, an automobile 
retail firm, was faced with keen competition which resulted in losses from 
heavy allowances on used cars accepted as part payment for new cars. 
Another retailer with whose experience the company was familiar not 
only charged all items of cost to the used cars that properly belonged 
there but segregated the used-car department from the new-car depart- 
ment. The company, however, decided that its sales volume was too 
small to justify a policy of sales-force segregation and proposed instead 
to place one man in charge of setting allowances on used cars and to 
hold him responsible for excessive losses in that department. 


Pricinc—Variance of Prices by Bartering Allowances on Used Cars. The 
competition met by this retail automobile company was keen and resulted 
in heavy allowances on used cars accepted as part payment for new cars. 
The amounts of the allowances to be granted were left to the discretion 
of the salesmen, who tended to vary them according to the sales resis- 
tance encountered from the owners who wished to trade the used cars in 
on new cars. 


(1922) 


In 1922 the new manager of the Lewis Motor Car Company, 
which held a local agency for a well-known make of automobile 
selling at $3,500 f.o.b. Detroit, decided to revise the firm’s system 
of allowances on used cars. During the depression of 1920-1921, 
the previous management, which theretofore had been successful 
for a long period, had suffered severe losses as a result of grant- 
ing too liberal allowances on used cars. 

Although in other years, when competition was less keen, the 
used-car business constituted a smaller percentage of the total, the 
firm’s volume of business in dollars in 1921 was almost as great 
in used cars as in new cars. Used cars were taken in trade on 
about 80% of the sales of new cars, and frequently used cars were 
traded for used cars, with the result that the sale of one new car 
sometimes involved the handling and resale of several used cars. 
The experience of the Lewis Motor Car Company in dealing in 
used cars was thought to be not essentially different from that 
of other automobile retailers. 
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Under the previous management, each Lewis salesman had sold 
both new and old automobiles and had received the same rate of 
commission on both types of sales. Difficulty had been experi- 
enced in disposing of the used cars, however, as a result of the 
preference of most salesmen for selling new cars. An attempt 
had been made to meet this difficulty by stipulating that each 
salesman must make a certain proportion of his sales in used 
cars. The amount of allowance given for a used car traded in 
was left to the judgment of the salesman, who was expected ordi- 
narily to follow the current “market” on used cars. Allowances 
were estimated on the basis of approximately 40% off the original 
price for a model one year old and 20% more for each year there- 
after. The depreciation on different models and on different auto- 
mobiles of the same model varied so widely, however, that the 
market price on used cars never was well defined. It was the 
practice of some dealers, moreover, before reselling used cars to 
recondition thoroughly cars of the makes for which they held 
agencies but to do only superficial repairing on cars of other 
makes. 

Salesmen always were inclined to give large allowances and 
frequently, rather than lose a sale, made an allowance which 
resulted in a loss large enough to offset a substantial portion of 
the profit on the sale of the new automobile. Under the condi- 
tions of keen competition prevailing in 1921, many dealers had 
thought it necessary, in order to secure sales, to allow salesmen 
to make excessive allowances regularly; the losses on the trade- 
ins were charged to the selling expense of new cars. This price- 
cutting had resulted in failure of the weaker dealers and had 
been one of the factors in bringing about a change of manage- 
ment in the Lewis Motor Car Company. 

The only information compiled on the actual cost of the used- 
car transactions of the Lewis Motor Car Company was a monthly 
report made by the accounting department to the sales manager 
which indicated the allowance made for each used car, together 
with the expense for reconditioning, the cost of the material at 
invoice price, and direct labor at pay-roll rate. When the car 
had been sold, the net loss or gain on the basis of these costs was 
given. No charge, however, was made for selling expense, for 
indirect labor, or for general administration. 
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One of the largest and most successful automobile dealers in 
the same city as the Lewis Motor Car Company divided its sales 
organization into new- and used-car departments with separate 
showrooms, separate sales forces, and separate accounts. New- 
car salesmen had to receive authority for the allowance granted 
on any trade-in from either the head of the used-car department 
or his assistant. The amount of work to be done on a used car 
after it was accepted in trade and the price to be set for resale 
were determined by the used-car manager. All expenses for indi- 
rect as well as direct material and labor, for space, sales force, and 
general administration, which could be charged to the used-car 
department were so charged and were apportioned to the used 
cars sold. Fifteen per cent of the allowance on each car traded in 
was charged to the selling expense account of the new-car depart- 
ment. The used-car manager was expected to obtain a gross 
margin on the transactions in his department sufficient to cover 
the balance of the department’s operating expenses. 

The Lewis Motor Car Company employed only eight salesmen, 
however, and the new manager did not believe that the sales of 
his company were large enough to justify a separate organization 
for used cars. He was determined, however, to keep close control 
over used-car transactions. A means of control proposed was to 
place one man in charge of setting allowances on used cars and 
to hold him responsible for any excessive losses incurred from that 
part of the business. Although the manager did not expect that 
it would be possible to avoid losses on the used-car transactions, 
he thought definite limits could be established by this method 
beyond which the losses should not go. 


CoMMENTARY: The amount of the trade-in allowances granted the 
purchasers of new cars was governed by the bargaining ability of those 
customers. This practice of leaving the amount of the allowances to 
be granted to the discretion of the salesmen constituted a varying price 
policy which was unfair to customers who were not skilled in bargaining 
or not disposed to barter; it also was subject to the general objections 
to a varying price policy. 

The proposal to have one man set the allowances on used cars and 
to hold him responsible for excessive losses incurred in that department 
was not sound from the organization standpoint. This man would not 
be in a position to control expenses in the department. He would be 
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subject continually, furthermore, to pressure from the salesmen to grant 
larger allowances in order to facilitate the sales of new cars. 

The reluctance of the manager of the company to use separate sales 
organizations when only eight men were employed was natural. It was 
not to be expected, however, that the salesmen would give equal atten- 
tion to the sale of both new cars and used cars. The buying motives 
to be aroused were different for the two classes of cars and it would 
be an exceptional salesman who could shift from one approach to the 
other with facility. By segregating the used-car department from the 
new-car department, a risk would be incurred that the used-car sales- 
men would feel that they were dealing with an inferior article and that 
they might be handicapped thereby. This obstacle, however, could be 
overcome by the proper selection and training of the salesmen. In 
general, in such a case as this, a segregated organization is essential in 
order that the allowances on used cars can be governed by the resale 
prices and that the expenses of reconditioning and selling used cars 
can be properly controlled. In that case, the used-car department would 
determine the allowances to be granted in accordance with the probable 
resale prices and the amount of reconditioning that would be required. 
The establishment of separate departments in such a case as this 
ordinarily affords better control over each and furnishes a check on 
abuses. 


November, 1925 M. T.C. 


CLIppER TRUCK Company? 
MANUFACTURER—-AUTOMOBILE TRUCKS 


DIsTRIBUTION CHANNELS—Selection of Retail Distributors. In a large dis- 
trict the company, which manufactured high-grade trucks, sold directly 
to selected retailers. Some of those retailers sold the company’s trucks 
exclusively; some sold passenger automobiles as well; and others sold 
not only passenger cars but also low-price trucks. Because the average 
sales of the company’s trucks per dealer were far larger for dealers sell- 
ing those trucks exclusively than for the other dealers, the wholesale 
sales manager for the territory decided in so far as possible to utilize only 
those dealers who would sell the company’s trucks exclusively. 


DISTRIBUTION CHANNELS—Sales Analyses to Aid Manufacturer in Organizing 
Sales Territory—(Commentary). As a result of an analysis which it 
made of the sales of its retail dealers in one sales district, the company, 
which manufactured high-grade automobile trucks, decided to utilize, in 
so far as possible, only those dealers who sold the company’s trucks 
exclusively. The commentator points out that the company’s analysis, 
which showed total sales by types of dealers classified according to 
whether they sold the company’s trucks only or other trucks and passen- 
ger cars as well, should have been supplemented by other analyses. The 
analyses recommended by the commentator would have shown to what 
extent the differences in the sales of the various types of dealers were 
the result of the number of makes of trucks and passenger cars handled, 
and how far the company advantageously could have gone in dividing 
the territories of its small dealers among the large dealers selling its 
trucks only. 


(1925) 


The Clipper Truck Company manufactured high-grade auto- 
mobile trucks ranging in size from one ton to seven tons. It did 
not manufacture passenger automobiles. The company’s sales 
organization stressed the reliability of the trucks, the nation-wide 
service which was provided for them, and the company’s long 
success in the truck industry. 

In the Southbridge district, which comprised six middle-western 
states surrounding a large metropolitan area, the Clipper Truck 
Company maintained one branch and two subbranches. Retail 
salesmen sold within a redius of ten miles of the city of South- 
bridge. Wholesale salesmen covered the rest of the district. Six 
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wholesale salesmen were located at the district headquarters and 
two were located at each of the subbranches. It was the duty 
of wholesale salesmen to select retail dealers in the district to 
sell Clipper trucks and to give service to purchasers. Where no 
dealers were available, wholesale salesmen sold directly to users. 

Although dealers were granted exclusive territories, the branch 
wholesale salesmen sometimes sold to customers in dealers’ terri- 
tories. Whenever a dealer decided that he had done all that he 
could toward selling a truck to a customer and was about to lose 
a sale to a competing truck salesman, he was expected to call 
upon a branch wholesale salesman to aid in closing the sale. The 
wholesale salesman was given credit for such a sale and received 
a commission on it. Although there was no fixed policy, the 
dealer frequently was given a 5% bonus when the branch whole- 
sale sales manager believed he had done his best to make the sale. 

During the year ending September, 1924, 36 dealers had con- 
tracts with the Southbridge district branch. The wholesale sales 
manager for that district grouped those dealers into four classes: 
dealers in Class A sold no trucks except Clipper trucks, and no 
passenger cars; dealers in Class B sold, in addition to Clipper 
trucks, passenger automobiles retailing for $3,500 or more apiece; 
Class C dealers sold passenger cars in the $1,200 to $1,500 price 
range; Class D dealers sold passenger cars retailing for less than 
$1,000, and, in some instances, low-price trucks. Some of the 
Class D dealers were little more than order takers performing a 
general repair service and carrying a small stock of parts. Many 
of the dealers in Classes C and D were located in relatively 
sparsely settled communities. 

Exhibit 1 shows sales of Clipper trucks in the Southbridge 
district for the various classes of dealers for the year ending 
September, 1924. In that year, 5 of the 36 dealers in the South- 
bridge district sold Clipper trucks exclusively. Those 5 Class A 
dealers together sold more Clipper trucks in that year than did 
the 31 other dealers together. Eleven of those 31 dealers sold 
no Clipper trucks at all during the year. Because of the com- 
paratively few Clipper trucks which were sold by the dealers who 
also sold: passenger cars and other trucks, the Southbridge whole- 
sale manager contemplated utilizing, in so far as possible, only 
dealers who would sell Clipper trucks exclusively. 
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EXHIBIT I 


NUMBER OF DEALERS SELLING CLIPPER TRUCKS IN SOUTHBRIDGE 
DISTRICT AND SALES BY CLASSES OF DEALERS, 
YEAR ENDING SEPTEMBER, 1924 





Number of Dealers Number of 
Class of Dealers in Class Trucks Sold 
A 5 IOI 
B 9 60 
G 10 22 
D 12 8 


The company usually allowed dealers a discount of 20% off 
list prices on trucks and parts. In some instances the margin 
allowed on trucks was reduced to 10%. The dealers frequently 
requested a larger margin in order to be able to grant conces- 
sions on used trucks when necessary, but the company instructed 
the dealers to sell the trucks on a quality basis rather than on a 
price basis. All the dealers were in competition with salesmen 
from factory subbranches of the principal competing truck manu- 
facturers. 

The dealers were required to dispose of used trucks accepted 
in trade. Within limits, the dealers were allowed to sell to 
customers on deferred payments. The district credit manager 
watched deferred-payment sales closely. A deposit of 25% was 
required with the order, and the district office accepted the cus- 
tomer’s note with the dealer’s endorsement for the balance. There 
was little variation among the different classes of dealers in the 
number of instalment sales. 

In the year ending September, 1924, six of the Clipper truck 
dealers in the Southbridge district went out of business or can- 
celed their contracts with the company. Of those six dealers, 
three were in Class D, one was in Class C, and two were in 
Class B. 

In general, small dealers were likely to make strong showings 
for a period varying from six months to a year and then to make 
few, if any, more sales for a‘long interval: It sometimes hap- 
pened that shortly after accepting an agency for Clipper trucks, 
a small dealer secured a few sales on deferred payments, accept- 
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ing used cars in trade. If a customer did not have available 
funds to make the 25% deposit required, the dealer very likely 
paid the difference and accepted an additional note from the 
customer. Frequently the dealer was unable to dispose imme- 
diately of the used car taken in trade. Within a short time his 
capital was tied up and he had reached the limit of his bank 
resources, whereupon he was forced to suspend the sale of more 
trucks. 

The Clipper Truck Company considered a widespread installa- 
tion of branches and subbranches inadvisable. Two of its prin- 
cipal competitors had established numerous branches, but appar- 
ently at disproportionate cost. One competing truck company 
had shut down some of its subbranches during 1925. Further- 
more, that competitor’s balance sheet steadily had been growing 
more unfavorable during a period that had been one of good 
business for the Clipper Truck Company. The other competitor 
had nine branches and more than that number of subbranches in 
the Southbridge district. Supposedly reliable figures showed that 
one of those branches sold no trucks during the six months end- 
ing March, 1925, and that some other branches sold so few 
trucks that, in the opinion of the Clipper Truck Company, their 
operations in those six months could not have been profitable. 

The wholesale sales manager of the Southbridge district was 
of the opinion that the company should leave no part of its terri- 
tory without a retail dealer. He decided, however, to shift from 
dealers in Classes C and D to dealers in Classes A and B wherever 
possible and, in so far as he could, to use only those dealers who 
would sell Clipper trucks exclusively. 


CoMMENTARY: The outstanding fact in this case is that, for the 
dealers who sold Clipper trucks only, the average sales per dealer were 
20 for the year, whereas those dealers who sold both trucks and pas- 
senger cars averaged sales of less than 3 trucks per year per dealer, and 
the dealers in Class B averaged less than 7 Clipper truck sales per year. 
Wide differences between the territories of the various dealers certainly 
existed, and it is probable that many of the dealers who were selling 
both trucks and passenger cars could not have earned a livelihood on 
the sale of trucks alone. The evidence in this case, nevertheless, tends 
to support the conclusion, stated in the commentary on the case of the 
Rice Motor Company, that for passenger cars and trucks “segregated 
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sales organizations usually may be expected to yield better results than 
can be obtained from a consolidated organization.” 

The company’s analysis of sales by classes of dealers was a sound 
initial step looking toward the proper organization of the sales terri- 
tory. The next step would have been to compare the results shown by 
dealers in Class A with the results shown by those of the dealers in 
the other three classes who were operating in territories directly com- 
parable with the territories of Class A dealers. Such an analysis 
would have tended to show to what extent the differences in the sales 
of the various classes of dealers resulted from the fact that some sold 
the company’s trucks only and that others sold passenger cars and 
low-price trucks as well. 

A further analysis then should have been made of the sales of dealers 
in Classes B, C, and D to determine which, if any, of those dealers 
maintained separate sales forces for trucks and passenger cars and 
just how much effect the segregation of sales organization had on sales. 
This analysis might have revealed that, for Classes A, B, and C, the 
best results were obtained by those dealers who, by selling a variety 
of trucks and passenger cars, were able to maintain separate sales 
organizations for each type of product. 

Finally, if these supplementary analyses confirmed the evidence of 
the original analysis showing that small dealers selling both trucks and 
passenger cars were less suitable dealers from the company’s standpoint 
than were larger dealers, an additional analysis should have been 
made to ascertain whether the territories in which small dealers were 
situated could not have been divided advantageously between larger 
dealers, without unduly handicapping customers in securing satisfactory 
service for the upkeep of their trucks. 

The facts brought to light by such analyses as these would have 
helped to determine the answer to the basic question of how far the 
company should have gone in arranging its sales territories so that each 
would support a dealer who was engaged solely in the sale of the com- 
pany’s trucks. 


March, 1926 MoT Gc. 
2 See page 155. 





EXCELSIOR Company! 
MANUFACTURER—WRITING PAPER 


SALES ORGANIZATION—Change from Functional Form to Territorial Form. 
The company, which manufactured writing papers, found that with its 
administrative organization on a functional departmental basis its small 
customers had to correspond with the several departments handling: 
sales; credit; claims and grievances; and shipping. Those small cus- 
tomers, as a result, did not receive adequate attention. To improve this 
situation, the company decided to reorganize the sales office. Under the 
new plan sales territories were created, and a sales manager was ap- 
pointed in the sales office for each territory. He alone would communi- 
cate directly with the customers in his territory, and thus would become 
familiar with the needs of each customer. 


(1919) 


Because its small customers apparently were not receiving ade- 
quate personal attention, the Excelsior Company, which manu- 
factured writing papers, proposed to change the administrative 
organization as a means of improving the situation. 

In 1919 the Excelsior Company was marketing its products 
in practically all parts of the United States. It sold directly to 
retailers and also to wholesalers; the sales to wholesalers were 
incidental, for the company intended to develop its market pri- 
marily among retailers. About 40% of the sales were made to 
customers who bought in large quantities. Most of those cus- 
tomers were regular patrons of the company, but among the 
large number of firms which bought in small quantities there was 
frequent change. Many small firms which previously had been 
customers no longer were purchasing from the company. 

The company had sought to emphasize a policy of fair treat- 
ment to all its customers. Nevertheless, in the sales department 
and also in the credit and shipping departments more personal 
attention had been given to large customers than to small cus- 
tomers. 

When the rapid turnover among customers buying in small 
quantities came to the attention of the executives, the sales, credit, 
claims and grievances, and shipping departments all were organ- 
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ized functionally. The claims and grievances for all customers, 
for example, were handled directly and exclusively by a single 
department, and all collections were made directly by the credit 
department. The company had planned to carry this specializa- 
tion of functions further as the organization expanded. 

In order to improve the service given small customers, how- 
ever, the company decided that the sales office should be reor- 
ganized with territorial rather than functional specialization. 
According to this plan, the hiring and control of all salesmen for 
all territories was to be centralized under one head. Advertising 
also was to be centralized, and there was to be a single credit 
department. The country was to be divided into territories, and 
each territory was to be assigned to one man in the sales depart- 
ment. For his territory he was to have charge of the routine 
supervision of salesmen, of claims and grievances, and of all 
correspondence with customers. In dealing with matters such as 
credit, he, of course, was to be guided by the decisions of the 
credit department, but no department other than the territorial 
sales department was to be permitted to communicate directly 
with individual customers except in the case of delinquent ac- 
counts to which severe collection methods were to be applied. 


ComMMENTARY: The plan which was adopted provided for functional 
control where that was essential but harmonized the functional or- 
ganization with an operating territorial organization. The territorial 
plan afforded an opportunity for the man in charge of each geographical 
division to become so familiar with local conditions within the division 
and so well acquainted with the business requirements and practices of 
individual customers that the small customers would receive adequate 
attention. The company’s decision was sound in that it provided for 
undivided administrative responsibility for maintaining and strengthen- 
ing relations with customers within each geographical division. 


March, 1926 Male 


CrrcLte Auto SuppLy Company! 
WHOLESALER AND MANUFACTURER—AUTOMOBILE ACCESSORIES 


SALES ORGANIZATION—Segregation of Sales Force by Types of Products. 
About one-half the company’s sales in the seven wholesale branches 
which it operated were made up of accessories which it purchased for 
resale. The other half were made up of tires and batteries manufac- 
tured by the company. An increase in volume of sales and a strength- 
ening of the company’s competitive position were desired. It was pro- 
posed that the traveling salesmen employed by the company at each 
wholesale branch should be segregated into two groups—the men in one 
group to sell accessories only, and the men in the other group to sell 
tires and batteries only. Such specialization, it was suggested, might 
result in better salesmanship and larger sales, but apprehension was 
expressed that the segregation might cause an increase in operating 
expenses. 

(1924) 

The Circle Auto Supply Company was one of the principal 
wholesale distributors, in the Middle West, of automobile tires, 
batteries, accessories, and equipment. In addition to those items, 
the company, in 1923, had begun to sell a complete assortment of 
radio products. Since 1920 the company had manufactured 
automobile storage batteries, and, since 1921, it had manufactured 
automobile tires. Each of those products it made in two grades; 
the higher quality was branded with the Circle trade-mark, but 
products of the lower grade bore other brands. There was a 
price differential between the two grades of from 7% to 10%. 
The company purchased no tires or batteries for resale. The 
company’s headquarters were in Indianapolis, and it maintained 
six wholesale sales branches in the surrounding territory. The 
company had a reputation for selling high-grade articles and for 
quoting fair prices to retailers. 

Within the branch territories the same salesmen sold all the 
company items, both those which the company manufactured and 
those which it purchased for resale. Under this method of sell- 
ing, the sales manager for the branch territories found difficulty 
in directing the selling efforts of salesmen on all products sold. 
Some of the salesmen stressed a few items of equipment and 
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neglected batteries and tires; others were interested primarily in 
selling tires. Not all the salesmen were familiar with the selling 
points of all the products which they were expected to sell; many 
of the salesmen were little more than order takers. In view of 
this situation it was proposed that the company establish two 
separate sales organizations, one for tires and batteries, and one 
for equipment and accessories. Radio products would be classed 
with equipment and accessories. 

The firm’s factory organization maintained a separate sales 
force of nine men for selling batteries and tires in that part of 
the United States which was not included in the wholesale branch 
territories. Each of the nine salesmen sold both tires and bat- 
teries. The operations of those salesmen were entirely distinct 
from the operations of the wholesale department, and no issue 
regarding those salesmen is raised in this case. 

In 1923 the total sales volume of the company’s wholesale 
branches was approximately $2,000,000, of which automobile 
accessories constituted 45%, radio products 5%, and tires and 
batteries each 25%. The company’s gross margin on tires was 
12% or 13%. The gross margin on batteries was about 15%. 
The company desired a gross margin of 25% on accessories. The 
average gross margin for the company as a whole had been 21.7% 
in 1923. The average amount of an order for accessories had 
been estimated at $1.50; no orders were accepted for less than 
50 cents. The average order for tires was about $50, and for 
batteries, about $30. 

The company sold a complete variety of automobile acces- 
sories, including from 8,000 to 10,000 items, as well as equipment 
for garages and automobile repair shops. The company did not 
sell replacement parts for automobiles. Only one or two of the 
accessories were sold under the company’s private brand. It 
was the policy of the company to specialize in the sale of acces- 
sories for which the manufacturers granted exclusive agencies. 
In 1923 approximately 35% of the company’s sales of accessories 
were of products for which the company held exclusive agencies; 
the company expected that that proportion would exceed 50% 
by the end of 1924. 

The territory of the company’s sales branches was within a 
radius of approximately 250 miles from Indianapolis. Exhibit 1 
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EXHIBIT I 


PERCENTAGE DISTRIBUTION OF SALES OF BRANCHES OF CIRCLE AUTO 
SUPPLY COMPANY IN 1923 BY BRANCHES, AND NUMBER 
OF SALESMEN IN 1924 BY BRANCHES 


Location of Percentage of Total Number of Salesmen 
Branch Sales for 1923 in 1924 

Louisville 16% 5 
Columbus 12 4 
Cincinnati 18 5 
Fort Wayne 10 4 
Nashville 12 4 
Peoria 10 3 
Indianapolis 22 7 

100% 32 





shows the location of the branch sales offices, including the main 
office at Indianapolis, the percentage distribution of total sales 
among those branches in 1923, and the number of salesmen at 
each branch in 1924. 

The company’s customers included retail shops selling auto- 
mobile accessories, tire shops, garages, repair shops, filling sta- 
tions, and hardware stores; the total number of accounts was 
about 8,000. Complete stocks were maintained by each of the 
branches, and each branch billed the customers which it served. 
The terms of sales, which varied in the different sections, were 
60 days for some customers, 30 days for others, and the roth of 
the month following the date of invoice for the majority. The 
company granted no cash discounts. 

In the city districts the salesmen called on customers once each 
week; salesmen in districts outside the cities called on their 
customers once in every three or four weeks. During 1923 the 
sales force numbered 36 men. In the spring of 1924, however, 
after the sales manager had studied the various territories, he 
decided to concentrate on.the more profitable territories and to 
reduce the number of salesmen to 32. Sales of two of the 
branches increased after that reduction in the sales force. The 
average sales per salesman in 1923 were about $55,000. It was 
the aim of the company to increase the average annual sales per 
salesman to about $65,000. A quota was established for each 
salesman, chiefly on the basis of previous sales records. 
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All the company’s salesmen were paid salaries and were allowed 
traveling expenses. The salaries ranged from $1,800 to $3,600 
per year. The company provided automobiles for the salesmen 
who traveled outside the cities. In addition to his salary, each 
salesman was given an opportunity to earn a yearly bonus based 
on the ratio of his salary and expenses to his sales. If a city 
salesman’s salary and expenses for a year were less than 3% of 
his sales in that year, he was given the difference between the 
actual percentage and 3%, the maximum percentage permitted 
city salesmen under the bonus plan, as a bonus; the stipulated 
maximum for most country salesmen was 5% instead of 3%, but 
for two or three salesmen working in outlying districts the maxi- 
mum allowed was 534%. Only a few of the salesmen received 
bonuses for 1923, and total salesmen’s salaries and traveling 
expenses for that year amounted to 6% of salesmen’s total sales. 

The company granted exclusive agencies to retailers for the 
sale of tires. In a town with a population less than 15,000 it 
was the company’s policy to grant but one exclusive agency for 
Circle tires. In a city with a population of 15,000 or more, the 
company granted several agencies, with the consent of the original 
agent. The company’s tire agents usually sold accessories and 
several brands of tires in addition to Circle tires. The company 
received orders from other tire retailers as well, usually for 
smaller quantities than were ordered by the exclusive agents; the 
prices to those other retailers were 714% higher than the prices 
offered to the exclusive agents. Because of the competition of 
other manufacturers for orders from some of the successful Cir- 
cle agents, the company billed from 40 to 50 retail agents directly 
from the factory at prices only 5% higher than the factory prices 
to the company’s wholesale branches. The branches, however, 
continued to sell accessories to those agents. 

The company had granted exclusive agencies for the sale of 
batteries. The agents for Circle batteries maintained service 
stations. At each of the service stations, a mechanic was em- 
ployed who had been trained in the construction and repair of 
Circle batteries. 

Two missionary salesmen for tires and two for batteries oper- 
ated in the branch territories from the main office. Those sales- 
men called on the company’s exclusive agents. All orders taken 


CIRCLE AUTO SUPPLY COMPANY 171 


by the missionary salesmen were credited to the branch salesmen. 

The sales manager in the main office supervised the branch 
managers, to whom the salesmen were responsible. Although the 
sales manager formerly had participated in the purchase of acces- 
sories and equipment, a general purchasing agent in the main 
office now was responsible for all buying. When a branch man- 
ager required replenishment of the stock of a product, he sent an 
order to an assistant buyer, who also acted as a stock clerk at 
the home office. The order stated the quantity desired and the 
quantity on hand. If the quantity desired could not be secured 
from the surplus stock in another branch, the main office placed 
an order with the manufacturer. Occasionally branch managers 
sent orders directly to manufacturers, and remitted payment, but 
in all such instances the approval of the main office was required. 
The company made no contracts with manufacturers for specified 
quantities to be purchased during the year, and the general policy 
was merely to purchase to replenish stocks. For some items, the 
company maintained 60-day stocks and for other items it main- 
tained 30-day stocks. Branch managers sent stock reports to the 
main office each month and supplied the main office with records 
of physical inventories periodically. 

The company had issued a catalog in 1923, at a cost of about 
$7,000, but it issued no catalog in 1924. In that year it sent to 
customers a monthly publication which listed from 100 to 150 
items together with their prices. In each town or city in the 
territories of its branches, the company paid for one weekly 
quarter-page newspaper advertisement in which the name of a 
retailer selling its merchandise was displayed. In addition, the 
company rebated one-half the cost of newspaper advertisements 
inserted by customers. 

The partners in the firm were undecided as to the desirability 
of segregating the salesmen in each district into two groups: 
(1) tire and battery salesmen, and (2) accessory and equipment 
salesmen. It appeared probable that by specialization the sales- 
men would become better acquainted with the selling points of 
the merchandise sold by the company and that the sales of each 
of the two groups of merchandise could be increased. It was 
questioned, however, whether a specialized sales force could 
secure an increase in sales sufficient to compensate for the in- 
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creased traveling expenses which would result from that arrange- 
ment. The sales manager was of the opinion that in most locali- 
ties the company’s tire and battery agents were not the most 
prominent local dealers in automobile accessories. The agents, 
furthermore, sold competing products and required constant 
solicitation for repeat orders. Price competition was strong in 
the industry. Another objection raised to the plan of segregated 
sales forces was that under such a plan a customer could not 
order, from one salesman, all the products sold by the company. 


ComMENTARY: The proposed plan of segregating the sales forces in 
the wholesale branches presented several advantageous features. Under 
that plan the duplication of effort by the four missionary salesmen prob- 
ably could have been avoided, since they presumably would have be- 
come regular salesmen under the new plan. By segregation, the time 
and frequency of calls could have been regulated more advantageously, 
for the same frequency of call from salesmen probably was not re- 
quired by tire and battery agents as by other accessory dealers. 

Despite these potential advantages, however, the plan should not 
have been adopted. Although the average sales volume per salesman 
employed by this company already was higher than the average for 
the industry,” it was much lower than in numerous other industries,° 
and the company should have made an effort to increase the average 
and to avoid taking steps which might lower it. With scattered cus- 
tomers, a few in each city or town, the average sales per salesman were 
almost certain to be less under a plan of segregated sales forces than 
under the existing plan. Customers who sold tires and _ batteries 
and also accessories, furthermore, would be irritated if any salesman 
employed by the company was not permitted to accept an order for 
any item in the company’s line. As a matter of practice, this influence 
would have been so strong that within a relatively short period of time 
the specialized salesmen would have again become general salesmen. 
Inasmuch as numerous customers inevitably would be dealing in several 
lines sold by the company, this last point is the one to which the 
greatest weight attaches. 

This case presents a contrast to the case of Tinkham, Littell, Incor- 





?The company’s average sales per salesman in its wholesale branches in 1923 
had been $55,000. For 91 automotive equipment wholesalers the average sales per 
salesman in 1923 were $37,000—Bureau of Business Research, Harvard Univer- 
sity, Bulletin No. 42, Operating Expenses in the Wholesale Automotive Equipment 
Business in 1923, p. 16. 


oF or general observations on this point, see Copeland, Melvin T, The Cost of 
Doing Business, Printed Report Number 3, 1925, published by the Department of 
Merchandising, Automotive Equipment Association, Chicago... - -. -° 
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porated.* The customers for the several products made by Tinkham, 
Littell, Incorporated, comprised, for the most part, distinct groups, and 
that circumstance warranted the operation of a segregated sales or- 
ganization. In the Circle Auto Supply Company’s wholesale business, 
however, many customers purchased all the lines sold by the company. 
With such overlapping of purchases a plan of segregated sales forces 
was not likely to succeed. The fact that in many localities the com- 
pany’s tire and battery agents were not the most prominent dealers in 
accessories, does not affect this conclusion; it suggests rather the 
perplexities of securing satisfactory retail distribution of these classes 
of merchandise. 

This case has some points in common with and some in contrast to 
the case of the Intervale Supply Company.® In both instances attempts 
were being made to combine a wholesale business with a manufacturing 
business, and in both instances incongruities and conflicts of interest 
appeared. The Intervale Supply Company, however, was primarily a 
manufacturing organization, whereas the Circle Auto Supply Company 
was primarily a wholesale merchandising enterprise. Moreover, under 
existing conditions of severe competition from large manufacturers in 
the tire and battery industries, the Circle Auto Supply Company’s 
future in merchandising accessories was at least as promising as its 
future in the tire and battery trade. Hence, the company should not 
have sacrificed its accessory business to the promotion of tire and 
battery sales. 

The grounds on which a conclusion adverse to a policy of segregating 
the sales forces is reached here are akin to the reasons which led to a 
territorial organization in the case of the Excelsior Company.® In 
both instances the final conclusions aim to avoid division of responsibi- 
lity for dealings with individual customers; in the Circle Auto Supply 
Company’s problem, this division of responsibility pertained to the 
operations of the salesmen, in the Excelsior Company’s case to the 
operations of the administrative organization at the home office. 
Neither division was desirable. 


March, 1926 Moc. 
4 Tinkham, Littell, Incorporated, 1 H.B.R. 352; commentary, 2 H.B.R. 507. 
5 See page 26. 
®See page 165. 


Hyper SHOE Company! 
MANUFACTURER—SHOES 


DistrIBUTION CHANNELS—Exclusive Agencies Used for Retailing Special 
Product. The company manufactured and sold directly to retailers 
women’s shoes of medium grade. In 1922 the company undertook to 
manufacture and market under an exclusive manufacturing agreement a 
new, special type of arch-correcting shoes for women, to be sold under 
the name of the surgeon who had developed the shoe. The question 
arose as to whether the company should attempt to sell the shoes to all 
its retail customers or should grant exclusive agencies to selected retail 
customers for the sale of the shoes. 


SALES ORGANIZATION—Segregation of Sales Force by Types of Products— 
(Commentary). The company, which manufactured and sold directly to 
retailers women’s shoes of medium grade, undertook to manufacture 
and market a new type of arch-correcting shoes for women. The com- 
mentator states that the company should have marketed the new type 
of shoes through exclusive retail agents and that the use of segregated 
sales forces for the regular line and the new line would have been in- 
advisable; in his opinion, there would have been little danger of con- 
flict in the interests of retailers selling the regular line only and re- 
tailers selling the special line as well, and any gain realized from the 
use of a specialized sales force would have been more than offset by 
increased traveling expenses consequent to segregation. 


(1922) 


In 1922 the Hyde Shoe Company agreed to manufacture and 
market a new type of corrective shoes designed by Doctor John 
M. Bacon, a young orthopedic surgeon. Dr. Bacon recently had 
developed a method of treatment for misshapen feet and needed 
the special shoes for use in connection with his treatment of 
women’s feet. The Hyde Shoe Company also agreed to advertise 
the surgeon’s name and to pay him a commission on sales in return 
for the exclusive right of manufacture. One of the questions 
raised in planning the marketing of this new and special product 
was whether the company should distribute the shoes through 
exclusive retail agencies. 

The Hyde Shoe Company, which was located in a small city 
in Ohio, manufactured women’s shoes of a medium grade at the 
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rate of 1,000 pairs a day. The officers of the company, all of 
whom were related, owned most of the company’s stock. They 
were conservative and did not undertake new projects readily. 
The company had sufficient surplus to finance the manufacture 
and marketing of the new arch-correcting shoes. The balance 
sheet of the company as of July 1, 1922, was as follows: 


BALANCE SHEET OF THE HypE SHOE CoMPANY AS OF JULY 1, 1922 











ASSETS LIABILITIES 

Rea liiictatemm rats t ie $ 4,400.00 Capital Stock.......... $ 75,000.00 
Builclingame eee ae eee 51,031.11 Depreciation Reserve... 28,505.58 
aS liteet metre os heresies oie 4,444.21 Accounts Payable Not 
Merchandise. .......... 51,382.06 Duras ce eres 10,294.91 
Accounts Receivable.... 56,700.17 Surplus and Undivided 
AVIavchiinie ny peeeraener ate tee: 7,680.00 Profits....... seeeeee 191,666.42 
U. S. Certificates of In- 

debtednessin, a. ose as 129,829.36 

Do tale Pras Beis $305,466.91 Miotal X58: ace seer $305,466.91 


In 1922 the company was selling its shoes directly to retailers 
in Ohio, Indiana, Michigan, and Illinois. The bulk of the sales 
were made by salesmen who visited each customer once each sea- 
son. The company kept in stock the shoes which it expected to 
be most popular for the season and supplied its customers with 
catalogs from which they could send in repeat orders and fill-in 
orders by mail. The low shoes were sold at retail prices of $7 
to $8 a pair, and the high shoes were sold for $8 to $9 a pair. 
The company advertised its shoes by means of the catalogs of 
shoes in stock, a few dealer helps, and displays at national and 
state shoe conventions. The company never had advertised in 
general magazines, newspapers, or trade papers. 

The shoes which the Hyde Shoe Company agreed to manu- 
facture for Dr. Bacon were to be of the welt type, made of soft, 
flexible leather, with wide toes and low counters, to permit free 
motion of the ankle. The shoes were to be built to conform to 
the natural lines of the foot, and were to be slightly higher on 
the inside than on the outside, in order to direct the weight of 
the body to the center of the foot. This was a new feature in 
shoe building. The shoes were to be made without steel shanks, 
so that the soles could be molded to the natural lines of the foot 
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instead of to the shanks. Most arch-correcting shoes on the mar- 
ket were built with steel shanks. 

In marketing the new product the company had the choice of 
selling to all its retail customers or of selecting certain retailers 
as exclusive agents. The chief considerations, in the opinion of 
the executives of the company, in favor of distribution through 
exclusive agencies were briefly as follows: The product was 
special in nature. The company intended to advertise the dis- 
tinctive features of the shoes, and use of exclusive agents would 
facilitate advertising. Other manufacturers of corrective shoes 
were advertising them in national trade papers. Exclusive agents 
also could be expected to secure the cooperation of local foot 
specialists. 

There was doubt, on the other hand, as to whether the volume 
of sales would be as large if exclusive agents were used as if the 
shoes were sold to all the retailers to whom the company sold 
other types of shoes. If the company were to sell the new type 
of shoes to exclusive agents only, there was uncertainty as to 
whether those shoes could be sold effectively by the company’s 
regular sales force; it might be necessary to employ a special sales 
force for marketing the new product. 


CoMMENTARY: The market for the arch-correcting shoes which the 
company agreed to manufacture was highly specialized. To cater 
effectively to this sort of market it would have been necessary not 
only to acquaint consumers with the specific merits of the shoes, but 
also to inform them where the shoes could be purchased, and to make 
certain that the individual needs of each consumer purchasing the arch- 
correcting shoes received careful attention. Only by close cooperation 
between retailers and manufacturer could the general and local ad- 
vertising plans have been correlated. Only a few stores, at most, in 
each community would have been disposed to train employees for the 
sale of orthopedic shoes, and the volume of sales for any one brand 
of such shoes in a single city was not likely to have been large enough 
to warrant more than one retailer’s carrying a complete range of sizes 
and widths in stock. These circumstances indicate clearly that the 
company should have granted exclusive agencies to selected retailers 
for the sale of its arch-correcting shoes. 

If the company granted exclusive agencies for the sale of the new 
type of shoes, there would have been some advantage in using a separate 
sales force for the new line, inasmuch as the company’s regular line 
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of shoes was sold largely to retailers to whom exclusive agencies for 
the arch-correcting shoes would not have been granted. Such a segre- 
gated sales organization would have tended to avoid embarrassment in 
dealing with agents and non-agents and to foster specialized sales pro- 
motion. The danger of conflict of interest between retailers, however, 
was slight, for most retailers would not have been desirous of holding 
agencies for orthopedic shoes, nor would the sale of orthopedic shoes 
by the retailers to whom agencies were granted have infringed upon the 
market for the regular line of Hyde shoes. By having both lines sold 
by the same salesmen, moreover, economies in traveling expenses could 
have been realized which probably would have exceeded any gain to 
be realized by the employment of specialized salesmen in marketing 
the new line. In this case, therefore, a segregated sales organization 
was not advisable. 


March, 1926 M.T.C. 


GRACE SHOE Company! 
MANUFACTURER—SHOES 


RETURNS AND ALLOWANCES—Charging Expense for, in House-to-House Sell- 
ing. The company employed salesmen to sell its shoes from house to 
house. It was suggested that, if the company charged the salesmen with 
the expense of handling shoes returned by customers, the proportion of 
shoes which were returned might be reduced. The company decided, 
however, that such expense should be borne by the company as one 
of its operating expenses. 


(1924) 

The Grace Shoe Company manufactured men’s, women’s, and 
children’s shoes at its factory in New England. The retail prices 
of the company’s product ranged from $2 to $6 a pair. The 
company employed 4o salesmen to sell from house to house. 
All customers were given a “satisfaction or money back” guar- 
anty. Refusals and exchanges of shoes were so common under 
this plan that the company sought some means of encouraging 
salesmen to exercise greater care in taking orders and in fitting 
shoes. 

At the time of ordering, customers were required to pay sales- 
men deposits of from 40 cents to $1.25 a pair, according to the 
price of the shoes. This amount was retained by the salesman 
as his sole compensation. The shoes were sent to the customers 
by mail for cash on delivery, the amount collected upon delivery 
being the balance due on the shoes. 

In 1923 the company’s sales were $150,000. Approximately 
5% of the shoes sold in that year were returned for exchange 
or were refused by the customers. The average cost of postage 
alone in making exchanges was 16 cents a pair. Because the 
retail prices of the company’s shoes were fixed at even quarters 
of a dollar, the company decided that it was not feasible to pass 
this charge along to customers by making a corresponding increase 
in the prices of the shoes. When shoes were refused by a cus- 
tomer, the customer’s deposit was not returned unless requested 
specifically, in which instance the company paid the amount of 
the deposit to the customer and collected it from the salesman. 
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In January, 1924, the production manager of the company 
proposed that the full cost of exchanging shoes be deducted from 
the salesmen’s commissions. He pointed out that the commis- 
sions were paid to salesmen for completed sales and that, if the 
shoes had to be exchanged, the exchange costs should be borne 
by the salesmen. The sales manager protested against this pro- 
posal because it had been his experience that usually the cus- 
tomers rather than the salesmen were responsible for misfits. It 
frequently happened that children were not at home when the 
salesmen called and that parents ordered shoes by guess or from 
sizes stamped on old pairs of shoes purchased from a different 
source. 

The sales manager stated that salesmen’s commissions were 
relatively low and that any attempt to charge the salesmen with 
the cost of exchanging shoes might cause them to leave the 
employ of the company. This did not seem a serious contingency, 
but, nevertheless, the executives decided that the situation was one 
attendant upon house-to-house selling, and that the cost of 
exchanging shoes should be assumed by the company. 


CoMMENTARY: The company had small grounds for complaint. Its 
sales-force expense, apparently about 20% of its sales, was less than 
a retailer’s normal margin on such merchandise. Nor was the rate of 
compensation more than enough to permit a salesman to earn a fair 
income. The proportion of shoes sold which were returned for ex- 
change, or acceptance of which was refused, was low for this type of 
business. Five per cent of the sales was not an exceptionally high 
ratio for return goods in a retail shoe store, and it would not have been 
surprising had the ratio been higher on house-to-house sales. 

It is doubtful if the company could have reduced the ratio of return 
goods appreciably by penalizing the salesmen, and it also is improbable 
that capable salesmen would have accepted the imposition of the penal- 
ties unless their rate of compensation had been increased sufficiently to 
offset the charges. Under the circumstances, the company properly 
concluded that the expense of handling return goods was one of its 
own operating expenses. 


April, 1926 ME ks Ge 


PULITZER COMPANY! 
WHOLESALER—DRUGS 


SaLEs EMpHasis—Customer Records to Provide Information for. The com- 
pany, a wholesale drug firm which sold merchandise that yielded widely 
varying gross margins, endeavored to direct sales emphasis to the more 
profitable lines. As a means of doing this more effectively, the com- 
pany decided to keep a record for each customer of sales to him classi- 
fied by merchandise groupings based on gross margins obtained. 


Discounts—Variance of Trade Discounts on Basis of Profitableness of 
Customers’ Accounts. The company, a wholesale drug firm which sold 
merchandise that yielded widely varying gross margins, allowed special 
discounts to retailers on the basis of the profitableness of their ac- 
counts to the company. Retailers sometimes complained that the dis- 
counts allowed them were too small. The company decided to keep 
records which would make available data as to the profitableness of 
each customer’s account and to show these statistics to customers dis- 
satisfied with the discounts allowed them. 


SALES Empuasis—Salesmen’s Commissions as Means of Directing. The 
company, a wholesale drug firm, endeavored to direct sales emphasis to 
the lines which yielded high gross margins. As a means of doing this, 
the company provided that the commissions paid salesmen should vary 
directly with the gross margins obtained on the merchandise sold. 


(1924) 


The Pulitzer Company, a drug wholesaler with annual sales of 
over $3,000,000, classified the merchandise which it sold into 19 
groups, chiefly on the basis of the gross margins obtained. The 
sales manager of the company kept a record of total sales to indi- 
vidual customers by months, but no records were available of the 
distribution of each customer’s purchases among the 19 groups of 
merchandise. The sales manager believed that a record of sales 
to individual customers by groups of merchandise would assist 
him to direct sales effort to the items which yielded high gross 
margins. 

Although the primary basis for the classification of an article 
was the percentage of gross margin which the company obtained 
on the product, consideration also was given to the manufacturer 
from whom the product was purchased, the amount of advertising 
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the manufacturer planned to do on that product, the discount 
given the company, and whether the product was sold to all whole- 
salers indiscriminately. 

Group 1 included all patent medicines on which the company 
had to give extra discounts to retailers in order to meet competi- 
tion and on which, as a consequence, the company judged that it 
earned no net profit. Thirty-two per cent of total sales were 
in that group. There were approximately 150 patent medicines 
on which the company’s gross margin was satisfactory and on 
which the manufacturers gave the company good sales cooper- 
ation. Those items were placed in Group 2, and sales of them 
constituted 15% of total sales. Group 3 comprised chemicals, 
drugs, and pharmaceuticals, some of which were not sold under 
brand names and for which little sales effort was necessary to 
stimulate demand. Sales in that group were 15% of total sales. 
Eight per cent of sales were in Group 4, which consisted of mer- 
chandise prepared in the company’s own laboratories. General 
sundries sold by the company were placed in Group 5 and formed 
10% of the total sales volume. The company sold a line of 
chocolates branded with its name but manufactured by another 
company. These chocolates, sales of which comprised 1% of 
the total, were classed as Group 6. Each group from 7 to 12, 
inclusive, represented a specific line of merchandise, such as rub- 
ber goods, flash lights, or other specialty sundries. Each of these 
lines made up from %4% to 2% of total sales, and each was 
purchased from a different source. Sales of Group 13, soda foun- 
tain equipment and drug-store fixtures sold in connection with 
sales of other lines, were 2% of the total. Groups 14 to 18, in- 
clusive, consisted of special brands of candies, nuts, or cigars, pro- 
duced by various manufacturers. Sales of each of these groups 
were from 14% to 2% of total sales. Group 19 was soda-fountain 
equipment and drug-store fixtures sold by salesmen who special- 
ized on that line; this group made up approximately 4% of total 
sales. The gross margin to the company on the various groups 
of merchandise ranged from 10% on a majority of the patent 
medicines to 40% on certain of the manufacturers’ special lines 
and on fountains and fixtures. 

A sales manager was in charge of the selling program of the 
company. Twenty-one salesmen were employed. Seventeen of 
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the salesmen were assigned specific territories, the size of which 
varied with the number of customers and their proximity to one 
another. Each of these salesmen sold all the company’s lines to 
all customers in his territory. The other four salesmen sold 
throughout the company’s entire territory, which included the 
area within a radius of about 100 miles from the city where the 
company was located. Two of these specialized on the sale of 
sundries, and two on the sale of soda fountains and other drug- 
store fixtures. 

The company had approximately 1,500 active accounts, 100 
of which were for customers in the city where the company was 
located. The company also had about 1,000 inactive accounts. 
The latter were the accounts of retailers who at some previous 
time had purchased furniture or fixtures from the company. City 
customers were called on once each week, and country customers, 
those outside the city in which the company was located, once 
in every two weeks. 

Each salesman was given a quota in each group of merchandise 
which he sold, and, unless conditions changed, he was expected to 
fulfil his quota. The total volume of sales expected for each 
group of merchandise was distributed to the salesmen’s quotas 
in proportion to individual percentages which had been estab- 
lished on a basis of the distance of a salesman’s territory from 
the city where the company was located, the population of his 
territory, the number of retail druggists in the territory, and 
their dispersion. 

The method of compensation for salesmen was based on the 
quota system. A uniform salary, which served as a drawing 
account, was given to all salesmen, and country traveling expenses 
were paid by the company. Commissions ranging from 1% to 
5% were established for the 19 merchandise groups. The scale 
of the commissions was such as to encourage sales emphasis on 
groups most profitable to the company; the commission on each 
article was proportioned to the gross margin: which the company 
secured on that article. Consequently, the salesmen received no 
commission for sales of items in Group 1. On any amount by 
which a salesman exceeded his quota for a group other than 
Group 1, the established commission was paid; and on any 
amount by which he failed to reach his quota, the commission 
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was deducted from the commissions which he earned on sales in 
other groups. If a salesman failed to reach his quota in a group 
which paid him 1% commission, he still could earn more than 
his drawing account by exceeding his quota in a group on which 
his commission was 5%, for instance. Thus, salesmen had an 
inducement to concentrate efforts on the groups which paid high 
commissions; those were the groups on which the company 
received large gross margins. 

The company reserved the right to make new groupings of mer- 
chandise or to change items from one group to another at any 
time, but the reasons for such changes were explained to the 
salesmen. A salesman received credit for all sales in his territory, 
whether obtained in person or sent in by mail or telephone. That 
policy was adopted in order to encourage salesmen to build up 
permanent business for the company. 

When a salesman wrote an order, he entered the group number 
opposite each item ordered. When the orders were received in the 
office, the grouping was checked. A daily sales total for each 
salesman in each group of merchandise was obtained on a com- 
puting machine. The machine was provided with keys cor- 
responding to the group numbers, and, after the operator had set 
the amounts of the orders for a particular group in the machine, 
an accumulated total for the group was obtained by depressing 
the group key. The totals for each salesman were entered on his 
record sheet, which made available his daily sales by groups of 
merchandise for an entire month. 

At the end of the month totals were taken for each salesman 
by groups of merchandise and entered on a summary file card. 
Each side of that card provided for a year’s record by months 
and for a yearly total, so that when filled it presented a two-year 
comparison. The months were listed vertically on the left side 
of the card and the merchandise groups were listed across the 
top of the card. The salesman’s yearly group totals were placed 
at the top of the group columns. In the columns, opposite the 
names of the months, entries were made of the group quotas and 
of the actual group sales for the various months. 

At the end of each month a comparison sheet was compiled 
to show the relative accomplishments of the salesmen. The sales- 
men’s names were listed in a vertical column, and opposite each 


184 HARVARD BUSINESS REPORTS 


name entries were made of the salesman’s sales by merchandise 
groups, his total sales, and his average sales for all groups. Sales- 
men’s actual sales were divided by their quotas to obtain their 
percentages of accomplishment, and the percentages were entered 
in the proper columns. At the bottom of the sheet the average 
sale per salesman was entered for each group, and in each group 
column, underneath the group average, the name of the salesman 
having the highest percentage of accomplishment for the group 
was entered. 

Salesmen conducted sales promotion work among their cus- 
tomers. The company did not advertise, but salesmen assisted 
retailers in arranging window displays from samples, cards, and 
posters furnished by manufacturers. Salesmen advised customers 
on up-to-date methods of merchandising, encouraging them to 
improve their net profits by emphasizing the sale of merchandise 
with satisfactory gross margins and also by increasing their rates 
of stock-turn. 

The company had three buyers. One man was in charge of 
all sundry purchases, another purchased chemicals, drugs, and 
patent medicines, and the third purchased chiefly soda-fountain 
equipment and drug-store fixtures. Cooperation was effected 
between buyers and salesmen by the sales manager. Buyers kept 
the sales manager informed as to prices, new lines, manufacturers’ 
special inducements, and merchandise which it was especially 
desirable to sell. The sales manager wrote a weekly letter to all 
salesmen, giving them the information he had obtained from the 
buyers and presenting the sales program for the week. 

The Pulitzer Company had as its customers at least 95% of 
all the retail druggists in its territory. Most of these customers 
had patronized the company for at least 10 years. The company 
was not meeting strong competition except in some of the outer 
sections of its territory, and had only one active competitor. The 
sales of that competitor were about one-fifth those of the Pulitzer 
Company. 

The average city order which the company received had a value 
of $28 and was made up of about 25 items. Corresponding figures 
for the country orders were $60, with 55 items. Some of the 
orders required merchandise from almost all the 19 groups of 
merchandise, but most of the orders were for not more than 12 
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groups. On an average day, 150 orders were received from the 
country and 60 from the city. Terms of payment were 1% cash 
discount for payment on the tenth of the following month. Spe- 
cial discounts were given to some customers on a basis of their 
volume of purchases from the company and the profitableness of 
their business to the company, conditional upon the payment of 
their bills within the discount period. Customers took the offered 
discounts on 50% of the company’s sales. All customers were 
required to pay freight on merchandise except those in a few of 
the outlying districts where it was necessary for the company to 
pay the freight in order to meet competition. Orders of all sizes 
were delivered free of charge in the city in which the company 
was located. 

In addition to the ledger cards to which the purchases of each 
customer were posted, the sales manager kept for his own use a 
record by months of total sales to individual customers. This 
record had been kept for approximately 10 years. Cards 6 inches 
by 4 inches were used, a separate card for each customer. On 
the cards, the months were listed vertically and the years hori- 
zontally. Each customer’s total net purchases for a month were 
entered on his card at the end of the month. The total for the 
year was entered at the bottom of the card. The cards in use in 
1924 provided for a seven-year comparison and were filed by 
towns. Since usually only one salesman sold in a town, the total 
purchases of customers in the town assigned to one salesman 
were expected to equal his total sales for the month as shown on 
his record sheet. 

These records of total monthly sales to individual customers 
were useful in that they showed whether a customer’s purchases 
as a whole were increasing or decreasing. The sales manager, 
however, desired a classification of sales to customers by mer- 
chandise groups whereby he could determine whether salesmen 
were selling specific customers as much of the profitable mer- 
chandise as was possible and whether such sales to any particular 
customer were on the increase or on the decline. Frequently 
customers came into the office of the Pulitzer Company and com- 
plained because they believed they were not receiving large 
enough discounts. They pointed to the increase in their volume 
of purchases from the company over a period of years and to the 
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fact that the discounts offered them by the company on many 
lines had remained approximately the same. The company in 
answer pointed out that the profitableness of sales, and not the 
volume of sales, should determine the discounts given. The 
company was handicapped, however, by not having statistics by 
means of which it could show the complaining customers the 
actual profit that it earned on sales to them. 

If records of sales, classified by the 19 groups of merchandise, 
were kept for individual customers, the advisability of introducing 
any new product in specific sections of the territory could be 
gaged by a study of the sales record of a similar product. With 
such records, the company also could show a manufacturer just 
what percentage of the company’s sales of certain items in any sec- 
tion were of his manufacture. The company thus would be able to 
cooperate more effectively with manufacturers in introducing new 
products or in checking up on the distribution of the manufac- 
turers’ lines. 

The sales manager suggested that a daily record be made of all 
sales to individual customers by the 19 groups of merchandise, 
and that the daily records be summarized at the end of the month 
and entered upon a permanent file card similar to the summary 
card used for the salesmen’s records. The additional records 
would not increase the work of the salesmen. Orders could be 
analyzed from day to day on the computing machines. The pur- 
chases made by a customer in each group of merchandise for the 
day could be entered on a sheet so arranged as to provide for a 
month’s entries. At the end of the month, totals could be taken 
from the customer’s daily sheet and entered on a summary file 
card for the use of the sales manager. The sales manager be- 
lieved that the visible file system was the most practicable for 
these summary cards. The cards were to be 1o inches by 10 
inches in size and were to be placed in the file in a lateral position 
with the name and address of the customer visible at the bottom. 
An example of the customer’s summary file card which was pro- 
posed is shown as Exhibit 1. 

Each side of a customer’s summary file card provided for 
entries by months during a period of two years. Columns were 
provided in which to enter monthly figures for the total amount 
purchased, allowances, returned goods, and purchases in each of 
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Exhibit 1: Card for recording, by groups of merchandise, monthly sales to a 
customer of the Pulitzer Company. 


20 product groups; space was provided for 20 groups in anticipa- 
tion of a further subdivision of merchandise. Totals were to be 
obtained by groups at the end of the year. It was estimated 
that the extra work involved in keeping these records would 
require the time of one girl. Another special computing machine, 
similar to the one in use, would have to be purchased at a cost 
of approximately $2,000. It was expected that the sales man- 
ager’s secretary would have time to assist in entering the monthly 
totals on the summary file cards. 

The Pulitzer Company decided to use the customers’ analysis 
sheets and cards during 1925. ‘The current sales to the special 
discount customers were considered first; at the end of January, 
1925, the purchases of about 4o of the customers had been ana- 
lyzed. It was planned gradually to analyze all 1925 sales. For 
the time being the work was done by the girl who also made the 
entries on the salesmen’s analysis sheets. 

At the end of each month the salesmen were given copies of 
the cards of the customers to whom they had sold, together with 
the sales letters from the sales manager, which commented upon 
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the records of the customers. Shortly after the records were 
introduced, several retailers were shown the cards in answer to 
their demands for larger discounts. The company believed that 
the analysis of customers’ purchases was of value to the retailers, 
since the analysis helped the company to direct sales efforts to 
the lines on which it obtained the largest gross margins, which 
usually were the lines most profitable to the retailers. The sales 
manager was convinced that the record furnished him with the 
statistics which he needed in order to direct salesmen’s activities 
effectively. 


CoMMENTARY: The major question raised in this case is whether the 
company should have maintained a system of records of customers’ 
purchases, classified by merchandise groups, as the basis for promoting 
the sales of items which yielded high gross margins and to facilitate 
the handling of requests from customers for extra discounts. 

The company was engaged in a typical wholesale business and car- 
ried a large number of items. The rate of gross margin obtained 
on those items varied widely. The company, as a general policy, had 
undertaken to promote the sale of those goods in its stock which 
yielded high gross margins. The soundness of the policy of the com- 
pany in placing emphasis on the high-margin goods is not an issue 
which is subsequently raised in this case.? 

The company had adopted a plan for classifying merchandise into 
departments on the basis of the gross margin secured. It is to be noted 
that in Group 1, which was the largest of the groups by volume of 
sales, were placed those items on which the company judged that it 
secured no profit. Apparently the test of profitableness was whether 
the gross margin exceeded the average operating expense of the com- 
pany. Although the decision to use this basis of classification of mer- 
chandise is not an issue in this case, it may be pointed out that no 
evidence is offered to show that the expense of selling the merchandise 
in Group 1 was as high as the average. In fact, extra efforts to promote 
the sale of high-margin merchandise might readily increase the average 
operating expense and thus superficially indicate that no profit was 
secured on the goods which sold most easily. Low margins obtained 
on merchandise in Group 1 were attributed to keen competition. Sub- 
sequently, however, it is stated that the company had only one serious 
competitor, whose sales were about one-fifth those of the Pulitzer 





2 The soundness of such a policy of sales emphasis on merchandise with high 
gross margins is the issue in the case of the Cleland Company, page Ior. 
See also the Menton Company, page 134. 
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Company. This suggests that the merchandise in this group was sub- 
ject to a particularly elastic demand; the volume of sales very likely 
responded so quickly to a reduction in price that the company was 
led to reduce the gross margins from time to time as a means of 
increasing sales. Although these narrow margins at first might appear 
to indicate that the sale of such merchandise was unprofitable, the 
merchandise in this group, as a matter of fact, was carrying in the 
aggregate a large portion of the company’s operating expenses, and 
the principle of joint cost probably applied here. The expense of 
operating the business was incurred jointly for the merchandise in 
Group 1 and for that in other groups and an advantage was gained 
by having the expenses spread over the range of products even though 
market conditions did not make it practicable to charge the same per- 
centage rate of expense to all items. 

The method of remunerating salesmen by salaries and commissions 
based on quotas also is not raised as an issue. The policy which the 
company followed was consistent with its program of emphasizing the 
sale of high-margined goods. The system of records of salesmen’s 
accomplishments likewise is not opened up for discussion here. 

On the major question of the desirability of keeping records of cus- 
tomers’ purchases classified by merchandise groups, the company’s esti- 
mate of the expense that was involved indicated that the expense would 
not be so high as to weigh heavily against the adoption of the plan. In 
using such records, there was a danger that efforts would be made to 
force excess stocks of slow-moving merchandise onto the retailers. That 
danger, however, is inherent in any sales program that stresses the sale 
of goods on which unusually high margins are placed because they 
move slowly or are not in strong demand. 

The customer records would be serviceable in showing where the 
application of the company’s policy needed to be strengthened. They 
would show the customers that were particularly worth retaining and 
they might point to some customers whose purchases were not worth 
the expense of obtaining the orders. The information secured by means 
of such records should prove to be particularly serviceable as a guide 
for the wholesale firm in cooperating with manufacturers in promoting 
the sales of particular products; the records would reveal the districts 
in which a manufacturer’s program of sales promotion needed most 
bolstering. The records also would indicate whether difficulties expe- 
rienced in promoting the sale of individual wide-margin items were 
general or localized. If the difficulties were localized, they could be 
remedied by dealing with special conditions in the particular territories. 
If the difficulties were general, a question of merchandise policy, as to 
whether a particular article should be carried by the wholesaler or at 
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least whether sales emphasis should be placed upon it, would be raised. 

The use of these records for answering requests of customers for 
special discounts is weighty only if one agrees with the soundness of 
a varying price policy. Special discounts to favored customers con- 
stitute a varying price policy. My personal opinion is that a one-price 
policy would be sounder and that, consequently, there should be no 
occasion to use the facts obtained from these records in dealing with 
requests for special discounts. If the company had a plan whereby 
each customer received extra discounts when he complied with certain 
conditions, then records of the type adopted would be necessary. In 
that event, however, all customers would be acquainted with the specific 
terms on which the discounts were to be granted, and requests for spe- 
cial consideration would not arise as in this case. The detailed records 
could be justified for carrying out an announced price policy but not on 
the grounds of dealing with special requests. 

For applying pressure to increase the sales of items which yielded 
wide margins, these records could be expected to furnish valuable data. 
The danger of the misuse of such data already has been pointed out. 
From the standpoint of guidance in determining the plans for promot- 
ing sales in particular localities, the salesmen’s records should have been 
sufficient. Little additional information would be gathered by means 
of these more detailed compilations. From the evidence offered in this 
case, I am skeptical as to whether a general conclusion can be drawn 
that departmentized records should be kept of the purchases of indi- 
vidual customers. 


October, 1926 Mele 2 


CLELAND Company! 
WHOLESALER—GROCERIES 


SALES EmpnHasis—On Merchandise Yielding High Gross Margins. The 
executives of the company, a wholesale grocery firm, were of the 
opinion that operating expenses had been reduced to a minimum and 
that future increases in percentage of net profit would have to be the 
result of an increased percentage of gross margin. The company, 
therefore, classified its merchandise by percentages of gross margin 
obtained and instructed its salesmen to emphasize the sale of items 
with high gross margins. Those items ordinarily were the ones with 
low rates of stock-turn. 


(1924-1925) 


Prior to September, 1924, the executives of the Cleland Com- 
pany, a wholesale grocery firm, had endeavored to increase the 
company’s percentage of net profit chiefly by effecting economies 
and increasing the efficiency of operations. The gross margin had 
averaged about 10% of sales, and total operating expense, not 
including interest on owned capital, about 814% of sales. The 
executives decided that this expense percentage represented maxi- 
mum effectiveness of operation and that future increases in 
percentage of net profit would have to be the result of an 
increased percentage of gross margin. 

The Cleland Company was located in a middle-western city 
with a population of I10,000. The company’s annual sales 
usually were about $750,000; its average inventory, valued at 
cost, about $75,000; and its annual stock-turn approximately 9 
times. The company sold medium-price merchandise. Sales 
under the company’s private brand were negligible as compared 
with total sales. The company employed five salesmen, two of 
whom it paid commissions only and three of whom it paid both 
salaries and commissions. Commissions were determined as 
percentages of gross margins on sales. The stock records which 
the company maintained showed the quantity of merchandise in 
stock at the first of each week and, also, the quantity of merchan- 
dise ordered. 

The company made no attempt to allocate expenses to lines of 





1 Fictitious name. 
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merchandise and did not departmentize its merchandise pur- 
chases, inventories, or sales. The president of the company 
believed that the departmentization of purchases and sales would 
have little value unless expenses were allocated accurately and 
that the accurate allocation of expenses to departments or lines of 
merchandise was impossible in a wholesale grocery company with 
annual sales as large as $750,000. The transfer of employees 
from one operation to another, for instance, made difficult the 
proper allocation of labor charges. 

Since the company did not take monthly inventories by items 
and did not allocate expenses to items, the net profit obtained 
from the sale of any particular item could not be determined. 
The president, therefore, believed that the company, as a means 
of increasing its percentage of net profit, should increase its 
average percentage of gross margin by concentrating sales efforts 
on lines which yielded high percentages of gross margin. Most 
of the items with high gross margins had low rates of stock-turn 
as compared with the stock-turns of items which had low gross 
margins, such as sugar and nationally advertised staples. 

The company decided to emphasize the sale of items which 
yielded high gross margins. In order to accomplish this, the com- 
pany classified all items of merchandise into groups according 
to the percentages of gross margin obtained. Because of compe- 
tition, the company sold merchandise in some portions of its 
territory on a lower gross margin than it did in others. In classi- 
fying the merchandise on the basis of gross margins, the company 
used for each item the lowest gross margin obtained on that item 
in any part of the territory. Each group of merchandise was num- 
bered to correspond with the percentage of gross margin yielded 
by the items in the group. There were the following groups: 
3) 6, 72; 9, 10, 1214, 15, Lie; 20, 25, 30, and 35- Sugar Was 
the only item in group 3, that is, the only item which yielded the 
company a gross margin of 3%. Group 6 included a nationally 
advertised brand of baked beans and all brands of evaporated 
milk which the company sold. Group 7% included a nationally 
advertised brand of coffee, corn cereals, bulk oats, package oats, 
condensed milk, Mason jars, cleansers, and soap. Group 9g in- 
cluded butter, cheese, wheat cereals and others, buckwheat flour, 
pancake flour, puffed rice, puffed wheat, butter-beans, and mayon- 
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naise. Group 10 included soda, a nationally advertised brand 
of baking powder, apple butter, butterine, bouillon cubes, eight 
well-known brands of coffee, chocolate, crackers, hominy grits, 
Sugar corn, food in powder and tablet form, molasses, syrups, 
two well-known cleansing compounds, matches, starch, and snuff. 

All other items yielded the company gross margins of 1214% 
or more. Group 15, for example, included 51 lines of merchan- 
dise, among which were bulk coffee, all kinds of fish, olives, 
peaches, prunes, pickles, peas, mustard, rice, raisins, and sar- 
dines. Group 25 included such items as fig bars, figs, package 
fruits, citron peel, mincemeat, spices, nuts, bulk spaghetti, pop- 
corn, shoe nails, paper, electric light bulbs, rope, blueing, clothes- 
pins, and tacks. 

The company desired to obtain an average gross margin of 
12% of sales for 1925. The salesmen, consequently, were to place 
the greatest sales emphasis on items which yielded gross margins 
of 12% or more. The company provided each salesman with a 
small loose-leaf notebook in which items of merchandise sold 
by the company were listed in groups according to the gross 
margins which they yielded. By referring to this book, the sales- 
men could determine the percentage of gross margin which the 
company was obtaining from their sales. 

In order to encourage the salesmen to sell the items which had 
high gross margins, the company established a success rating. 
Each week, from four to six high-profit items were designated as 
those upon which special emphasis was to be placed during that 
week. During the week, all orders sent in by the salesmen were 
analyzed to ascertain what portion of each salesman’s orders 
included sales of the items selected for special emphasis. Sales- 
men were rated according to their success in this undertaking; 
for example, a salesman who had sold one or more of the selected 
items to 75% of his customers received a rating of 75%. That 
week, he was designated as a 75% salesman; a salesman who 
sold one or more such items to only 50% of his customers wa’ 
designated as a 50% salesman. 

The company introduced this plan of emphasizing the sale of 
items with high gross margins in the beginning of October, 1924, 
and calculated the percentage of gross margin yielded by the sales 
of each salesman for that month. These percentages were used 
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as a basis for judging the percentages obtained in the following 
months. Exhibit 1 shows the percentages of gross margin obtained 
from the sales of each of the five salesmen from September, 1924, 
to March, 1925, inclusive. The company also calculated the per- 
centages of gross margin obtained from sales made at the office. 
These sales included merchandise sold to competitors whose 
stocks were depleted. 

During the four-month period September to December, 1924, 
each salesman increased the percentage of gross margin which 
the company was obtaining on his sales; the increases varied from 
1.6% to 4.3%. Over the entire period September, 1924, to 
March, 1925, the salesmen also increased their percentages of 
gross margin, but the increases were not so large as for the shorter 
period, varying from .4% to 1.4%. The president of the com- 
pany believed that the increases in percentages of gross margin 
obtained by the salesmen were the result of the sales emphasis 
which had been placed upon the more profitable items. He was 
of the opinion that the small decreases during the first part of 
1925 as compared with December, 1924, were the result of gen- 
eral business conditions, total sales having decreased perceptibly. 
The president said that it was difficult for the salesmen to sell 
high-profit merchandise at a time, such as early 1925, when 
retailers were restricting purchases to that merchandise which 
was absolutely necessary for retail stock. 


EXHIBIT I 


CHANGES IN PERCENTAGES OF Gross MARGIN OBTAINED BY SALESMEN 
or CLELAND CoMPANY, SEPTEMBER, 1924—MARCH, 1925, INCLUSIVE 
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Salesman Increase 
Increase 
Nov. | Dec. eae Jan. | Feb. | Mar. eee tes 

o Dec. 1925, 
I TOMa |et3.3 4.3 10.7 | 10.7 | 10.0 1.0 
2 11.0 | 11.8 2.0 Dis 7a |e ees 1.4 
3 Tile 7a 1.7 11.2 | 10.6 | 10.4 Pal 
4 TOW) elie 2.0 10.0 9.9 9.8 6 
5, LOT Let 1.6 9.4 9.2 9.9 4 
6 10.8 | 10.7 3 9.9 | 10.4 | 10.5 I 
Average 11.6 2.0 10.3 7 


*This item was based on sales made in the office, without specific selling effort, and was not 
credited to salesmen. 
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The president’s opinion as to a general decline in sales of gro- 
ceries during the first part of 1925 was borne out by statements 
issued by the Federal Reserve Bank in the district in which the 
company was located. On February 2, 1925, the bank reported 
that groceries were selling in fair volume but that, as normally 
was to be expected, the demand had been lighter in January than 
in December. In a statement issued March 2, 1925, the bank 
reported that in January sales of groceries had been 11.3% 
smaller than in December, 1924, and 0.1% smaller than in Jan- 
uary, 1924. On April 1, 1925, the bank reported that sales in 
February had been 4.1% smaller than sales in January and 3.2% 
smaller than sales in February, 1924. The company’s sales for 
January, 1925, showed an increase of $283, or approximately 
0.7%, over the sales for December, 1924, in spite of the 11.3% 
decline in grocery sales in the general market, as reported by the 
bank. In February, however, the company’s sales decreased 
$6,853, or 16.3%, while the general decrease in the grocery mar- 
ket for the month was only 4.1%. 

Exhibit 2 gives by months for the period September, 1924, to 
March, 1925, inclusive, the total sales of the company, the com- 
pany’s total amount of gross margin, and the sales of a typical 
salesman by groups of merchandise, together with the amount 
of gross margin obtained on sales in each group. During the 
period the company’s total monthly sales decreased 237% and 
the monthly gross margin decreased 19%. The typical salesman’s 
sales of merchandise yielding a gross margin of 1214% or more 
increased from $4,136 in September, 1924, to $5,139 in Decem- 
ber, 1924, although his total sales were $3,475 less in December 
than in September. 


CoMMENTARY: The company had reached the conclusion that its 
expenses were reduced to a minimum and that the only way to improve 
its net profit was to increase the sale of merchandise which yielded 
relatively high gross margins. Although no basis is furnished for judg- 
ing the soundness of the company’s conclusion that this was the only 
means by which net profit could be increased, it was a fact that the 
company’s total expense, in ratio to net sales, was below the average 
for wholesale grocers. Its total expense, exclusive of interest on invest- 
ment, amounted to about 814% of its net sales. The average total 
expense, including interest, for 173 wholesale grocers with similar vol- 
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umes of sales in 1923 was 10.6%.? The common figure for interest was 
1.5%. By deducting 1.5% from 10.6%, therefore, a figure of 9.1% 
is obtained for comparison with the Cleland Company’s figure of 814%. 
The company’s rate of stock-turn was high, approximately 9 times a 
year, as compared with 6 times for the group of wholesale grocers just 
referred to. The company’s rate of gross margin, 10%, was below the 
average, 11.3%. Hence, an increase in gross margin appeared to be the 
readiest means for enhancing net profit. 

The case, in its broader aspects, raises the question as to the advis- 
ability in a typical wholesale business of attempting to concentrate 
sales effort on the lines which yield high gross margins. So far as the 
evidence in this case goes, it does not promise success for the policy. 
For the first few months, the rate of gross margin in percentage of 
sales increased. Then both the rate of gross margin and also the 
amount in dollars fell off. The falling off in the amount of gross mar- 
gin in dollars apparently was caused largely by the decline in sales. 
In view of the facts stated, there is no indication that expenses were 
reduced materially, nor did the company expect to be able to reduce 
expenses. The policy, therefore, apparently must have yielded a smaller 
net profit in dollars than previously had been secured. 

The decline in sales and in gross margin during the first part of 192 5 
may have been caused by seasonal fluctuations or by general business 
conditions, as the president thought. If that is the explanation for the 
experience during the first three months of 1925, it is equally reason- 
able to attribute the apparent success of the policy during the last three 
months of 1924 to the effect of the holiday period on the demand for 
fancy groceries. 

On general principles, it is to be pointed out that the lines which 
yield a high rate of gross margin usually have such a margin placed 
upon them because they tend to move slowly and are hard to sell. The 
policy of concentrating sales efforts on such merchandise is likely to 
cause the neglect of other items which sell more readily even though 
they yield smaller gross margins in percentage of sales. Such seems 
to have been the result in this instance. As was pointed out in the 
commentary on the Pulitzer Company case,’ furthermore, the principle 
of joint cost operates here. This means that it is desirable for a whole- 
sale firm with a business of this type to maintain its volume of sales 
of low-margin, staple goods to bear as much expense as possible even 
though they contribute a smaller percentage of net. profit. Inasmuch 
as the Cleland Company’s high-margin lines probably were made up 





* Bureau of Business Research, Harvard University, Bulletin No. 40, Operating 
Expenses in the Wholesale Grocery Business in 1923, p. 22. 


3 See page 188. 
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largely of goods which moved slowly, the retailers were reluctant to 
increase purchases of such merchandise and their patronage for other 
goods was not stimulated. 

The policy of concentrating sales effort on high gross margin items 
did not take into account adequately the nature of the demand for such 
merchandise. The exertion of greater sales effort on the retailers did 
not necessarily increase their sales to consumers. Yet it was only by 
increasing the sales to consumers that such a policy could long yield 
success. In so far as an increase in the wholesaler’s sales reflected 
merely an increase in the volume of merchandise on retailers’ shelves, 
no progress in solving the company’s problem had been made, for sub- 
sequent purchases by the retailers would be lessened and greater sales 
resistance engendered among the retailers who had overstocked their 
stores on wide-margin, slow-moving merchandise. 

If the merchandise which bore a high gross margin had included 
chiefly goods which bore the firm’s private brand, then the firm would 
have been in a position to undertake a program of sales promotion for 
influencing consumers.t That, however, would have presented a dif- 
ferent set of circumstances from those which obtained in this case. 

It is proper, of course, for a wholesale firm to expect each of its 
salesmen to maintain a suitable proportion between the sales of low- 
margin and high-margin lines, and the experience of the Cleland 
Company indicates that several lines with margins above the average 
deserved greater sales efforts than previously had been bestowed upon 
them. Provided the company had a good selection of merchandise, its 
problem was one of sales management involving the establishment of 
standards and the supervision of individual salesmen. The company 
could not have increased its net profit permanently merely by taking 
gross margin as an index to the lines to stress. So far as the evidence 
in this case goes, it leads to the conclusion that the policy of concen- 
trating sales effort on high-margin lines is not likely to yield higher 
net profit for a typical wholesale firm. 


October, 1925 My.dy Ge: 
4See Menton Company, page 134. 





CouRTENAY Company! 
CHAIN STORES—GROCERIES 


SALES EmpuHasis—Store Managers’ Commissions as Means of Directing. 
The company, which operated 250 grocery stores, paid its store man- 
agers salaries and commissions on sales. It was proposed that, as a 
means of increasing sales of lines with wide gross margins, the company 
should pay store managers commissions on net profits rather than on 
sales. The company decided not to change its method of compensation, 
believing that use of the plan proposed would tend to encourage sales 
practices that might antagonize customers. 


(1923) 


The Courtenay Company, which operated 250 grocery stores in 
and near Cleveland, Ohio, had experienced difficulty in persuading 
its store managers to concentrate their efforts on the sale of the 
most profitable lines of merchandise. This difficulty was attrib- 
uted by several of the executives to the existing method of com- 
pensation of store managers; in 1923, consequently, consideration 
was given to the advisability of adopting a new plan. 

Under the plan in use, each store manager received a weekly 
salary of $30 or $35, plus an amount equal to 1% of the gross 
sales of his store in that week. When the company first was 
organized, in 1906, each store manager had received a straight 
salary; this method of payment, however, soon had been super- 
seded by the salary and commission plan in an effort to induce 
managers to strive for increased sales. For a few months in 1918 
a plan had been tried under which each store manager received 
no fixed salary, but a commission of 7% of his net sales, out of 
which he paid the wages of all his assistants and secured his own 
remuneration. This plan had failed, chiefly because managers 
in new stores became disgruntled as a result of inability to earn 
sufficient incomes, and the salary and commission plan had been 
resumed. 

Sales were for cash only; they varied from $350 per week in 
new stores to $2,500 a week in well-established stores, with the 
average at approximately $700 a week. Bread, staple fruits, and 
dry vegetables were sold in addition to the usual varieties of 
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staple groceries. Canned and packaged goods were stocked 
under the Courtenay label and also under manufacturers’ brands, 
several of which were nationally advertised. It was stated that 
more than one-half the company’s gross margin in dollars and 
cents was realized on approximately one-quarter of the total 
sales volume; that over the period of a year, for example, no 
profit was made on butter or sugar, and that the profit on eggs and 
bread was negligible in amount. The gross margin on nationally 
advertised products was said to be comparatively small; occa- 
sionally those products were used as sales leaders, and at such 
times were sold approximately at cost. The largest margin was 
realized on merchandise bearing the Courtenay brands; that 
merchandise was said to be equal in quality to nationally adver- 
tised food products, although lower in price. 

The 250 stores of the Courtenay Company were grouped into 
2 territories, each of which was in charge of a sales manager 
controlling 6 district superintendents. Each superintendent 
supervised from 15 to 25 stores, according to their accessibility; 
ordinarily he made daily visits to each store. The sales managers 
hired all the employees. The superintendents, all of whom had 
been promoted from positions as store managers, were paid 
salaries of from $75 to $100 a week, according to ability and 
length of service. Although in each of a few stores the manager 
was the sole employee, in a majority of instances each store had 
at least one full-time assistant. 

The buying for the company’s stores was centralized, and two 
deliveries were made weekly to each of the stores from the com- 
pany’s warehouse in Cleveland. The company operated its own 
bakery, which supplied fresh bread daily to the stores. Retail 
prices for all goods were established at the central office, and mer- 
chandise sent from the warehouse was charged to the stores at 
both cost and retail figures, but was billed at retail only. A 
perpetual inventory was maintained at the central warehouse. 
Each store manager was held responsible for all merchandise 
that he received and for all the cash that he received from sales. 
A retail book inventory figure for each store was arrived at 
weekly at the central office by subtracting the store’s net sales 
for the week from the total retail value of all merchandise sent 
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to the store during the week plus the retail inventory figure for 
the beginning of the week. 

Physical inventories, which provided a check on the book inven- 
tories, were taken at retail by a special crew of three men from 
the central office. In a store in which a new manager recently 
had been placed in charge, a physical inventory was taken every 
two weeks; in most other stores a physical inventory was taken 
monthly. In a few stores in which the managers had been with 
the company for several years, a physical inventory was taken 
only once in three months. Net profits were calculated quarterly 
for each store by valuing the physical inventory at cost and dis- 
tributing the warehouse and general administrative expenses 
among all the stores. The average net profit was 3% of net sales. 

In deciding whether to change the existing method of com- 
pensation for store managers, the executives of the Courtenay 
Company gave serious consideration to a plan in use by the 
Monmouth Company,” a company which operated roo stores in 
another city with average weekly sales per store of about $2,500. 
The store managers and other employees of the Monmouth Com- 
pany received weekly salaries, which for the managers ranged 
from $40 to $50, and in addition shared in the net profits. The 
managers hired the store employees, with the approval of the 
superintendents, and used their own discretion in granting credit 
to customers. 

Under the plan used by the Monmouth Company, merchandise 
was billed to each of the stores from the central warehouse at 
two prices, the retail price and the so-called wholesale price. 
Theoretically, that wholesale price was the cost of the merchan- 
dise plus all overhead expenses, including the salaries of exec- 
utives, incurred upon the merchandise up to the time that it was 
received at the store. The wholesale prices were not determined 
on an exact basis, however, but each article was charged with such 
share of the overhead expenses as the buyer from experience 
deemed reasonable and practicable. As a matter of practice it 
had proved inadvisable to charge sugar, eggs, butter, condensed 
milk, and other articles having low gross margins with their pro- 
portionate shares of the overhead expenses, lest store managers 
be forced to sell those articles at an apparent loss. 
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A physical inventory at wholesale prices was taken at each 
store every six months by an inventory squad from the central 
office; the net profit for each store was computed at the same 
time. The gross margin of a store represented the difference 
between the value of the merchandise sold, priced at wholesale, 
and the value of that merchandise priced at retail. From this 
gross margin the salaries of all store employees, and all other 
direct store expenses, were deducted in order to arrive at the net 
profit, which usually averaged about 3% of net sales. 

According to the Monmouth Company’s plan, a division of 
profits took place at the end of each six months’ period. At that 
time the senior salesman in each store received 10% of the store’s 
net profit for the period, the second salesman 5%, and the cashier 
5%; the delivery or order boy usually was given a bonus of $5. 
The remaining profits were divided equally between the store 
manager and the company. Thus, ina representative store having 
sales for six months of $60,000 and a net profit for the period 
of $1,800, the manager’s share of the profits would be $717.50. 
This plan had been in operation for 10 years and apparently had 
been successful. 

It seemed possible to the executives of the Courtenay Com- 
pany that the adoption of a profit-sharing plan similar to that 
used by the Monmouth Company would provide a direct and 
effective incentive to managers to sell profitable merchandise and 
to operate their stores in a competent manner. The result of 
paying a commission on sales was that the managers invariably 
devoted their efforts to the merchandise which sold most readily, 
such as the nationally advertised products. If the company 
adopted a profit-sharing plan it would be necessary to decide 
whether store managers should be expected to bear a share of 
any losses which occurred, as, for example, in times of rapidly 
declining prices. It was questioned, furthermore, whether the 
plan was advisable from the point of view of building up a per- 
manent business. Such a method of compensation could be 
expected to encourage store managers to build up the sales of 
products bearing the company’s private brands, since those items 
had the large gross margins, but it was asserted that women 
usually had preferences for specific brands and were inclined to 
resent being influenced unduly in making their purchases. 
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The Courtenay Company decided not to make any changes in 
its plan of compensation for store managers. 


CoMMENTARY: The company’s decision not to change its method of 
paying its store managers was supported chiefly, according to the state- 
ments in the case, by the reason that the use of a commission on net 
profit would have tended to encourage sales practices that would have 
antagonized customers. There was also the risk that dissatisfaction 
might have been occasioned among the managers by whatever methods 
were adopted for determining net profit. In figuring net profit it would 
have been necessary to prorate the general management and warehouse 
expenses to the individual stores on some arbitrary basis, for this was 
a joint-cost enterprise. Because such a method inevitably would have 
been arbitrary, it probably would have been adversely criticized by at 
least a portion of the store managers. In this particular instance, how- 
ever, a substantial part of the expense was direct expense for each store. 
Therefore, the problem of arriving at a fair figure for total expense to 
be deducted from the gross margin to show the net profit was much less 
troublesome than in those businesses where all expenses must be pro- 
rated on an arbitrary basis. The use of the commission on net profit 
as a form of incentive payment could not have been rejected solely on 
this ground. 

Inasmuch as most of the operating expenses of a store were beyond 
the control of the store manager, the major effect of the use of a com- 
mission on net profits would have been to encourage the store managers 
to attempt to stimulate aggressively the sales of wide margin lines. The 
dangers of that practice in this instance were analogous to certain of 
those stated in the comments® on the Cleland Company case. The sales 
of staple lines, as was pointed out in connection with that case, might 
easily have suffered from neglect, with the result that the company’s 
aggregate net profits would have been affected adversely. Further- 
more, the company’s apprehension that resentment would be aroused 
among customers by efforts to substitute wide-margin lines for staple 
articles or to press the purchase of private-brand goods was well 
founded. 

The experience of the Monmouth Company which is cited in this 
case did not constitute a precedent for the Courtenay Company. The 
Monmouth Company had fewer stores with a larger average volume 
of sales per store. The higher salaries of the Monmouth Company’s 
store managers indicated that those managers had greater ability than 
the Courtenay Company’s store managers and could be relied upon to 
use more discretion in promoting the sales of wide-margin goods. The 
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acceptance by the Monmouth Company’s store managers of that com- 
pany’s methods of arbitrarily prorating expenses to the various lines 
of merchandise reflects the confidence which those managers had in the 
fairness of the executives. It does not prove that the same methods 
would yield equally satisfactory results if used by another company 
where the relationships between the store managers and the company’s 
executives were not on so firm a foundation. 

So far as the Courtenay Company was concerned, its method of pay- 
ing its managers base salaries with a small commission on sales gave 
an incentive to industry, was easily understood by the managers, and 
was simple to administer. It is unlikely that the substitution of a 
commission on profits for the commission on sales would have yielded 
appreciably better results. 


April, 1926 Moi: 


GarRRY Company! 
CHAIN STORES—FRUIT SYRUP 


MERCHANDISING—Selection of New Brands of Merchandise. At monthly 
meetings of the store managers employed by the company, which oper- 
ated 118 stores selling meats and groceries, the demand for new brands 
and for new products was discussed. The company had decided that, 
unless a substantial demand for the article had manifested itself to 
the store managers, a new brand or a new product ordinarily was not 
to be purchased. 


MERCHANDISING—Introduction of New Product in Chain Stores. A chain 
grocery store company was asked by a company manufacturing fruit 
syrup to introduce a new syrup product in its stores. Although the 
chain store company ordinarily did not purchase a new article until a 
substantial demand had manifested itself among the stores’ customers, 
the fact that the article was being sold successfully in other cities, 
the apparent merits of the article, the protection which the manufac- 
turer agreed to give against spoilage, and the price concessions offered, 
led the chain store company to purchase a supply of the syrup. 


(1924) 


In May, 1924, the purchasing agent of the Garry Company, 
which operated 118 retail stores selling meats and groceries, re- 
ceived a favorable offer of fruit syrup from the A. D. Vinton 
Company,! which recently had begun to manufacture that prod- 
uct. It was a general policy of the Garry Company not to stock 
a new item or a new brand of merchandise until a definite de- 
mand for that item or brand had arisen among the store’s cus- 
tomers. 

Most of the Garry Company’s stores were located in the Dis- 
trict of Columbia. The warehouse and central office were in 
the city of Washington. Approximately 600 different items were 
carried in stock at the warehouse; almost all merchandise sold 
by the stores was delivered by trucks from that warehouse. 

Control of the stores was centralized. The company divided 
its territory into 6 districts, in each of which it operated approxi- 
mately 20 stores. For each district there was a district manager, 
who was responsible to the executives at the central office. The 
district managers had general supervision of merchandising meth- 
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ods, arrangement of stocks, and window displays, for the stores in 
their respective districts. On the records at the central office the 
merchandise sent to the stores was charged to them at retail 
prices. Each store manager sent daily to the central office a 
statement of the merchandise sold and the money deposited in 
the bank during that day. The difference between the merchan- 
dise charged to a store and the store’s sales indicated the store’s 
current inventory at retail prices. Physical inventories were 
taken monthly under the supervision of the district managers. 

A meeting of all the store managers was held once each month, 
and a meeting of all the district managers was held once each 
week. The purchasing agent, who also was a senior executive of 
the company, presided over both types of meetings. One of the 
questions discussed at those meetings was whether the demand 
for various brands and items of merchandise was strong enough 
to justify the company in stocking them. For instance, when- 
ever a new brand of groceries was put on the market by a manu- 
facturer, the purchasing agent asked the store managers whether 
any customers had demanded the brand by name or had de- 
manded merchandise of a similar character without specifying 
the brand. Ordinarily, unless at least half the managers stated 
that some of their customers had asked for goods of the particu- 
lar brand in question, the company did not stock that brand. 
Occasionally, when there was a demand for merchandise of a 
particular type but of no specific brand, the purchasing agent 
placed in stock what he considered the most satisfactory avail- 
able brand of the type of goods demanded. 

At the first meeting of the store managers which was held after 
the Garry Company received the offer of fruit syrup from the A. 
D. Vinton Company, the purchasing agent asked the store man- 
agers if customers had called for fruit syrup, and, if so, whether 
they had asked for the Vinton brand. Less than 25% of the 118 
managers reported any demand for fruit syrup, and only about 
10% had any customers who had asked for the new syrup by 
name. 

The manufacturer’s list price for the fruit syrup was $4 a case, 
with trade discounts of 15% and 5% and an additional discount 
of 10% for payment within ro days. In addition, the manufac- 
turer customarily offered to give 1 case free with every 20 cases 
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purchased, a practice commonly termed a “free deal.” In its 
offer to the Garry Company, however, the A. D. Vinton Company 
proposed to give 1 case free with each case purchased, provided 
the Garry Company purchased 120 cases. According to the 
terms of the manufacturer’s offer, the Garry Company, by plac- 
ing an order for 120 cases, would receive 240 cases at a net cost 
of $383.72. After the initial purchase, sales to the Garry Com- 
pany would be made on the manufacturer’s usual terms. The 
manufacturer agreed to recompense the company for any spoilage 
that occurred. 

The syrup was put up in 8-ounce glass jugs, 12 of which con- 
stituted a case. The syrup was used primarily for flavoring ice- 
creams and for making cold beverages. Consequently, the chief 
demand for it would come in the summer. The purchasing agent 
of the Garry Company compared the Vinton syrup with similar 
Syrups then on the market and decided that it was superior to 
the others in quality. The prices of those other syrups were 
about the same as the usual price of the Vinton syrup. 

The new syrup had been sold successfully in New York City 
and in Philadelphia. So far as the purchasing agent of the Garry 
Company knew, no fruit syrups of any brand were being sold in 
Washington. It was the A. D. Vinton Company’s plan, however, 
to attempt to have Vinton fruit syrup stocked by every Wash- 
ington store in which that merchandise would be appropriate. 
The manufacturer also planned to insert semiweekly advertise- 
ments in one Washington newspaper for two months after the 
syrup first was placed on sale in that city. 

The purchasing agent of the Garry Company was convinced 
that competitors of the Garry stores would stock the new syrup. 
He expected them to sell the item at 35 cents a jug. If the Garry 
Company sold at the same price, its gross margin on the first 
order of 120 cases would be approximately 60%. In its offer, 
the A. D. Vinton Company had specified that the Garry Company 
should give one jug of the syrup free to each store manager. The 
purchasing agent estimated that in the warm season, which in 
Washington lasted at least 4 months, the Garry stores could sell 
600 cases of the fruit syrup. The company’s second and subse- 
quent purchases would be in lots of from 40 to 100 cases, and 
on these purchases the company’s gross margin would be 27%. 
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The company had computed no average gross margin for all the 
lines which it sold. On new kinds of merchandise and new 
brands, it tried to maintain a gross margin of at least 334%. 
The gross margin on canned goods was about 25%; on such lines 
as baking powder, 20%; and on sugar, 10%. The stores’ ex- 
penses varied from 14.5% to 16% of sales. 

Although it was contrary to the company’s policy to purchase 
merchandise before a substantial demand for that merchandise 
had arisen among the customers of the stores, the purchasing 
agent decided to accept the offer of the A. D. Vinton Company. 
The Garry Company advertised the syrup to some extent in local 
newspapers and featured it in window displays. The retail price 
decided upon was 35 cents a jug. From May to the latter part 
of August, 1924, the stores sold 400 cases of Vinton syrup. 


Commentary: In this particular instance, the Garry Company’s 
departure from its customary practice of purchasing only after demand 
had arisen, is not of especial significance. The amount involved in the 
purchase of the fruit syrup was small. The company was protected 
against loss from spoilage. The terms of purchase offered a chance to 
secure an unusually large rate of profit on the transaction. And the 
fact that the syrup was selling successfully in New York and Phila- 
delphia indicated that it was likely to be acceptable to consumers in 
Washington. 

From the standpoint of a manufacturing company which has the 
task of marketing a new product, this case is suggestive. In this in- 
stance, the manufacturer had a product for which the demand was 
highly seasonal. That circumstance impelled speed in introducing the 
product in a new market; little effective attention among consumers, 
and hence among retailers, could be attracted before the season opened 
or after it had closed. To realize the benefits of the latent demand, 
the manufacturing company had to have its product available for pur- 
chase in numerous stores as soon as advertising was begun in a par- 
ticular city. A deferment of purchase of such an article by a consumer 
would result in an irreparable loss in sales, for deferment in purchase 
implied deferment in consumption. By selling to a chain store com- 
pany with 118 stores, the manufacturer quickly could enter the market 
on a substantial scale. The Vinton Company obviously decided that 
the benefits to be gained from such assistance were worth paying a 
premium for. It would be necessary to have many more facts avail- 
able, nevertheless, before conclusions could be ventured safely as to 
the full merits of the plan from the manufacturer’s standpoint. 
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From the standpoint of chain store management, this case furnishes 
a significant illustration of methods of controlling the selection of new 
brands and new articles in order to avoid heavy inventories and accu- 
mulation of stocks of unsalable goods. The plan which the Garry 
Company followed was conducive to the maintenance of a high rate of 
stock-turn. It is to be noted that the Garry Company’s method of 
selecting new merchandise showed that the company’s object primarily 
was to supply demand rather than to stimulate demand. 


March, 1926 Marnc: 


Truro & Company! 
DEPARTMENT STORE—ALUMINUM KITCHEN WARE 


MERcHANDISING—Substitution of One Nationally Advertised Brand for An: 
other in Retail Store. A department store, when a firm manufacturing a 
nationally advertised line of aluminum kitchen ware made the continu- 
ance of the discount terms which it had been allowing retailers condi- 
tional upon the retailer’s purchasing a specified volume annually, stocked 
a competing line and practically discontinued selling the first line. Be- 
cause of the popularity among consumers of the line which it had dis- 
continued, the department store several years later considered restocking 
that line. 


MERCHANDISING—Stocking by Retailer of Goods Sold from House to 
House by Manufacturer. The buyer for the house-furnishings depart- 
ment of the company’s department store objected to stocking a line 
of nationally advertised aluminum kitchen ware because of the manu- 
facturer’s plan of direct selling. The manufacturer not only sold to 
retail stores but also employed canvassers to sell from house to house. 
Those canvassers sold only articles which were not carried by the 
stores. It was the buyer’s opinion that customers often came to the 
stores which carried that manufacturer’s goods to buy articles shown 
them by the canvassers and were disgruntled because the stores did not 
have the desired merchandise. 


(1922) 


In the spring of 1922 John B. Truro, merchandise manager of 
the department store operated by Truro & Company, learned 
that several customers had been unable to secure certain alumi- 
num kitchen-ware products of the Moseley Company! in the 
house-furnishings department of the store. The buyer for the 
department reported that the store was carrying only a few items 
in the Moseley line and was concentrating sales effort on the 
aluminum kitchen ware manufactured by the Luff Company.? In 
view of the popularity of the Moseley ware, the question arose as 
to whether the store should substitute the Moseley line for the 
Luff line or whether it should carry both lines. 

The department store operated by Truro & Company was 
located in an Ohio town with a population of slightly less than 
50,000. The store sold a complete line of women’s, misses’, and 
children’s ready-to-wear garments and accessories, men’s furnish- 
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ings, furniture, floor coverings, household goods, draperies, toilet 
goods, dress goods, dry-goods, and notions. Its customers con- 
sisted mostly of the families of the more highly paid workers in 
near-by steel mills, machine shops, and rubber factories. The 
house-furnishings department sold china, glassware, kitchen fur- 
nishings, household hardware, wooden ware, refrigerators, and 
trunks. Sales of aluminum ware, which were approximately 5% 
of the total for the department, amounted to about $3,000 a 
year. 

The buyer for the house-furnishings department explained that 
in 1913 he had stocked the full Moseley line and that it had 
proved popular. At that time the Moseley Company had quoted 
retailers list prices less 3314% and 10%. In 1917, however, the 
Moseley Company had decided to allow the additional 10% dis- 
count to no retail store that did not buy at least $5,000 worth of 
Moseley goods a year. At that time the purchases of Truro & 
Company from the Moseley Company had amounted to only 
about $2,500 a year. In accordance with its new policy the 
Moseley Company had refused to continue its former terms to 
Truro & Company. The buyer thereupon had undertaken to 
find another supplier. He had learned that the Luff Company 
was making a line of aluminum which in quality equaled that of 
the Moseley Company and which was sold to retailers at prices 
permitting a mark-up of 40% of retail selling prices. He had, 
therefore, gradually substituted the Luff line for the Moseley line. 
Mr. Truro was of the opinion that it might be well to restock the 
Moseley goods, and he instructed the buyer to get complete infor- 
mation on both the Moseley line and the Luff line. The buyer 
reported that the utensils made by the two companies were prac- 
tically identical in weight, wearing quality, and retail prices. 
The Luff Company, he said, had shown more initiative in adding 
improvements to its line, but the Moseley Company had been 
quick to copy those improvements, so that its line was at all times 
almost as up-to-date as that of the Luff Company. Neither com- 
pany granted exclusive agencies to retail stores and neither placed 
any limit on the number of items which a store should stock or 
upon the amount of goods which a store must buy in order to 
carry the merchandise. The Luff Company quoted its prices net, 
and in general those prices were the same as the list prices of the 
Moseley Company less 40%. ‘The buyer said that although he 
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had obtained no promise, he thought that the Moseley Company 
would be willing to allow him 334% and 10% off list prices, 
waiving the requirement as to annual volume of purchases. 

The Moseley Company not only sold through retail stores but 
also directly to consumers by means of house-to-house canvass- 
ing. It advertised its products extensively in magazines. The 
company’s publicity methods had been so thorough at the time 
when aluminum ware was not well known that consumers had 
come to look upon the Moseley products as typifying products 
which were aluminum, and aluminum as a metal was popularly 
associated with the Moseley products as such. Its advertising 
and canvassing had enabled the company to maintain the repu- 
tation of its line from year to year, in spite of the fact that nu- 
merous competitors had entered the field. The buyer for Truro 
& Company admitted that his department had lost many oppor- 
tunities to make sales as a result of the discontinuance of the 
Moseley line. The Luff Company sold only to retail stores. 

The Moseley Company offered retailers items at special prices 
from time to time as leaders for sales events. The company se- 
lected those items and advertised them in magazines and in the 
newspapers of the towns where they were on sale. The retail 
prices for the special items, as well as for the regular line, were 
stipulated by the manufacturer and were stated on the display 
material sent with the goods. The retailers usually secured a 
gross margin of from 30% to 35% on the special items. The 
special items bore the Moseley Company’s trade-marks just as 
did the merchandise sold at the usual prices. The Luff Company, 
on the other hand, manufactured a line of utensils designed 
especially for special-price sales. Those articles were of prac- 
tically the same quality as the branded articles, but were left un- 
branded in order that retailers might be free to price them as 
they wished. The buyer for Truro & Company preferred this 
policy of the Luff Company to that of the Moseley Company. 
He did not like to have manufacturers dictate the prices at which 
goods in his department were to be sold. 

The buyer was opposed to restocking the Moseley line because 
of. the manufacturer’s policy of direct selling. Salesmen of the 
manufacturer, he said, pointed out that the canvassers sold only 
items not carried by the stores and that their activities conse- 
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quently should not interfere with sales of retailers. In the buy- 
er’s opinion, however, the manufacturer’s direct selling was ob- 
jectionable for that very reason. Customers, he said, frequently 
saw the articles shown by canvassers but refused to buy from 
them, preferring to buy from retail stores. When these custom- 
ers were unable to secure the articles desired from the stores, he 
said, they often were disgruntled. The buyer said also that 
restocking the Moseley merchandise might mean aggressive push- 
ing of aluminum ware again and that his salespeople were tired 
of talking of the advantages of aluminum ware. He favored 
placing the main selling effort on enameled utensils, which yielded 
a larger gross margin than did aluminum ware. He admitted, 
however, that sales of aluminum ware could be increased. 


CoMMENTARY: This case serves chiefly to illustrate the influence of 
emotional motives on the policy adopted by a department store buyer. 
The Moseley line of aluminum kitchen ware had given satisfaction to 
customers and there was a substantial demand for that line from cus- 
tomers of the store who would not accept Luff ware as a substitute. 
No evidence was presented to prove that a gross margin of 3314% on 
Moseley ware was unprofitably low. Under such circumstances the 
buyer might have been expected, on rational grounds, to view Moseley 
ware favorably; yet he was opposed to resuming relations with the 
Moseley Company. His objections to the Moseley line apparently were 
based on the reduction in the gross margin in 1917 when the period 
discount plan was put into effect by the Moseley Company, the stand- 
ardization of resale prices by the manufacturer even for special sales, 
and the house-to-house canvassing by the manufacturer. These rea- 
sons, at least as presented, do not afford convincing grounds for the 
buyer’s attitude; they suggest rather an effort to disguise resentment. 


July, 1926 MeT.G: 


MILBuRTON BROTHERS? 
DEPARTMENT STORE—GLOVES 


MercHANDIsINc—Substitution of Private Brand for Nationally Advertised 
Brand. In 1914 the firm offered women’s silk gloves in its department 
store under the private brand which had been adopted for general use in 
the store. For five years the firm continued to carry also a nationally 
advertised brand of silk gloves, but substituted, in so far as possible, 
gloves bearing its private brand. In 1919 the sale of the nationally 
advertised brand was discontinued. Three years later, however, it was 
discovered that a strong demand for the nationally advertised brand 
continued and that numerous customers would not accept the private 
brand as a substitute. 

(1922) 

In September, 1919, Milburton Brothers decided to discon- 
tinue selling Hartwell’ gloves, the only line of nationally adver- 
tised silk gloves which the store carried or had carried during a 
period of eight years. According to this decision all gloves sold 
in the glove department would bear the Milbro name, which had 
been adopted in 1913 as a private brand for the store. During the 
six years following the decision in 1913, merchandise bearing the 
Milbro name had been stocked in more than one-third of the 
departments of the store, and in practically every case it was 
deemed to have sold as well or better than the nationally adver- 
tised products with which it was competing. 

In 1914, when the Milbro brand had been introduced in the 
glove department, 80% of the gloves sold were Hartwell gloves. 
The store’s total purchases of silk gloves from the Hartwell Com- 
pany in that year were somewhat over $50,000. By 1919 about 
90% of the total sales of silk gloves were of the Milbro brand. 
In the fall season of 1918 and the spring season of 1919 the total 
purchases of Hartwell gloves were less than $5,000, or, roughly, 
10% of what they had been five years earlier. Hartwell gloves 
weré sold in: several other stores which competed directly or indi- 
rectly with Milburton Brothers. 

It was not known how many customers called for Hartwell 
gloves in Milburton Brothers’ store, how many customers insisted 
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upon that brand, nor how many of those who called for Hartwell 
gloves eventually took the Milbro brand. It was suspected that 
occasionally customers were antagonized by salespeople who 
showed them substitutes when the nationally advertised gloves 
were called for. It seemed better strategy for the salesperson to 
show, first, the gloves of the brand and quality asked for by the 
customer, and then to show similar ones of the store’s own brand. 
By that method customers were not likely to think the salesper- 
son dictatorial, but rather that a service was being rendered. It 
was apprehended, however, that some customers who were accus- 
tomed to buying Hartwell gloves would be lost if they were forced 
to go to another store to buy Hartwell gloves. 

The relative costs and selling prices of Hartwell and Milbro 
brands in September, 1919, are indicated by the price of one rep- 
resentative style in each line. The Hartwell style Number 176 
cost $15.50 per dozen, net, and sold for $2 per pair. The compet- 
ing style of the Milbro line cost $15.50 less 7% for payment in 
ro days, and sold for $2 a pair. In quality the two numbers pre- 
sented some differences. The Milbro glove was made of heavier 
silk and was known to wear longer, but the workmanship of the 
Hartwell glove was such that it had a better appearance. The 
finger tips were more uniform and smoother than those of the 
Milbro brand, and the hem of the glove was finished with round 
corners and neater stitching. There was no difference in the 
clasps. 

The decision to discontinue purchasing any nationally adver- 
tised gloves held in 1920 and 1921. All gloves bearing the Hart- 
well brand were disposed of in the regular course of business, and 
no new orders placed. The buyer, however, made an investiga- 
tion during May and June, 1922, to determine how many custom- 
ers called for the Hartwell brand and how many of them accepted 
the Milbro brand as a substitute. It was found that in the 45 
days, 586 customers called for the Hartwell gloves. Of these, 86 
refused to take the substitute and left the department without 
purchasing. The other 500 bought gloves of the store’s own 
brand. It was feared that many of these 500 would not return 
to buy a second pair of Milbro gloves, but would go to stores 
which were known to carry the Hartwell line. In the fall season 
of 1922, therefore, the nationally advertised merchandise was 
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again stocked in small quantities. There was no change in the 
company’s policy of pushing the sale of gloves bearing the Milbro 
brand. 


CoMMENTARY: ‘The firm had succeeded in displacing the nation- 
ally advertised brand by its private brand of silk gloves. Whether it 
was a gainer thereby is a matter of conjecture, and the problem could 
be answered mathematically only by an analysis of the sales, expenses, 
and profits of the glove departments of several stores, one group of 
which had followed a policy similar to that of Milburton Brothers and 
another group of which had purveyed nationally advertised brands dur- 
ing the same period of time. 

By substituting the private brand for the manufacturer’s brand the 
store retained for itself all the good-will that attached to the brand on 
the gloves which it sold. The gross margin which it secured on the 
gloves bearing the private brand, as indicated by the typical figures 
cited in the case, was 39.9% of the selling price, whereas the gross 
margin for the nationally advertised brand was 35.4%. These advan- 
tages, however, do not prove that the store’s example was worthy of 
emulation. The extra sales effort to effect substitution when the na- 
tionally advertised brand was called for must have increased selling 
expense, for more time was required to complete a sale. This extra 
selling expense partially offset the gain from the higher gross margin. 
Although the Milbro gloves were more durable they were less attrac- 
tive in appearance than the Hartwell gloves, and appearance is a qual- 
ity of primary consequence in the purchase of women’s silk gloves. 

The demand for Hartwell gloves in Milburton Brothers’ store was 
strong even 244 years after their sale had been discontinued. This 
suggests that the private brand was making slow headway in gaining 
recognition among consumers. The loss of sales because of the efforts 
to effect substitution was not negligible. The success of the store’s 
policy, therefore, was not proved. 


July, 1926 M. T. C. 


WHITESIDE CoMPANY! 
DEPARTMENTIZED SPECIALTY STORE—BOYS’ CLOTHING 


Pricinc—Simplification through Limiting the Number of Price Lines. The 
company decided to reduce the number of prices at which boys’ suits 
were sold in its departmentized specialty store. The executives recog- 
nized that use of a limited number of prices would necessitate the vary- 
ing of percentages of mark-up and would lead to difficulty in meeting 
competitors’ prices, but favored the plan because it would facilitate the 
selection of merchandise by customers as well as by buyers, promote 
careful merchandising, and encourage customers to buy goods at the 
higher prices, inasmuch as price intervals, and consequently differences 
between the quality of goods at two consecutive price levels, would be 
greater. 

(1922) 

The Whiteside Company operated a departmentized specialty 
store in which it sold men’s and boys’ shirts, underwear, hosiery, 
neckwear, and similar furnishings, and shoes, overcoats, and suits. 
In 1922 the buyer for the boys’ clothing department proposed to 
establish a set of standard prices at which all boys’ suits sold in 
the department would be marked. The buyer was convinced that 
a limited number of standard prices should be established for 
each class of merchandise sold in his department, but he pro- 
posed to experiment only with suits at first. 

For six weeks the buyer kept a record of the boys’ suits sold 
in his department at the various prices then prevailing, which 
ranged from $6 to $30. From that record he was able to deter- 
mine the prices which seemed to be most popular with customers. 
From a consideration of both the apparent preference of cus- 
tomers and the manufacturers’ selling prices, he concluded that 
the following eight standard prices should be established: $7.95, 
$8.95, $10.95, $14.95, $18.95, $21.95, $24.95, and $27.95. His 
plan was to adhere strictly to these prices in marking merchandise 
when it first was put on sale and also in repricing merchandise 
subsequently. He planned to purchase no merchandise, regard- 
less of the value offered, unless it could be marked at one of the 
eight standard prices without the application of an abnormally 
large or small rate of mark-up. 
~ 1 Fictitious name. 
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To indicate the rates of mark-up which he considered reason- 
able, the buyer prepared a buying guide which showed, for each 
of the eight standard prices, possible cost prices and the mark-up 
percentages which would be secured if merchandise purchased at 
each price were marked at the corresponding standard retail price. 
If the plan were adopted, the buyer proposed to carry this guide 
with him in the front of his order book. 

Although the buyer’s proposal was a departure from the store’s 
existing methods of merchandising, the general manager was con- 
vinced that the idea had distinct merit and that the advantages, 
as described by the buyer, probably would outweigh the objec- 
tions. He decided, therefore, that the plan should be adopted. 

The general manager agreed that the use of a limited number 
of standard retail prices would facilitate customers’ selections of 
merchandise and thus reduce the time required to make a sale. 
He believed that customers often were hindered in making selec- 
tions by a confusing variety of merchandise displayed at numer- 
ous prices. He agreed, furthermore, that a larger interval between 
prices might make it easier to sell goods at the higher prices, since 
the differences in quality between goods at one price and at the 
next higher price would be more readily discernible than when a 
large number of slightly different prices were used. In addition, 
it seemed to him that a system of fixed prices would aid the buyer 
in selecting merchandise and in determining the selling prices for 
the suits after he received them. Finally, the general manager 
was of the opinion that the proposed system would enable the 
buyer to estimate his final gross margin with greater accuracy 
than under the existing system; it seemed that the system would 
encourage more careful merchandising, which, in turn, would 
reduce the necessity for mark-downs. 

The general manager recognized certain disadvantages of the 
plan. Unless customers were shown merchandise at a wide 
variety of prices they might assume that assortments were small. 
If it used an inflexible price scale, the company would have diffi- 
culty in meeting competitors’ prices. When mark-downs were 
taken they probably would be greater than under a system which 
did not limit the number of prices. The standard prices would 
make it necessary to allow the buyer to vary mark-up percentages 
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more freely than he had in the past, urless he were to be distinctly 
handicapped in the selection of merchandise. 

At the end of six months the plan was operating successfully 
and the management was considering extending it to other mer- 
chandise in the store. 


CoMMENTARY: The standard price plan adopted by the company 
served automatically to simplify the line of boys’ suits carried in the 
store. The price intervals were narrow enough to be fully satisfactory 
to customers in making a selection. With a larger number of prices 
and smaller intervals consumers were likely to be confused rather than 
helped in their purchasing. The simplification of the line could be 
expected to yield large enough economies to enable the store to offer 
values that would meet competition successfully. 

This case illustrates one method of effecting simplification of lines 
in a retail store—by restricting stocks to a limited number of standard 
prices. The merit of the plan adopted by the Whiteside Company 
attaches to the result—simplification—rather than to the particular 
price scale chosen. 


July, 1926 Merc) 


TASKER Britt Company! 
DEPARTMENT STORE—READY-TO-WEAR GARMENTS 


Pricinc—Simplification through Limiting the Number of Price Lines. For 
each of the ready-to-wear departments in its store, the company decided 
to establish a limited number of standard prices. This plan of stand- 
ardization later was to be extended to other departments. The exec- 
utives recognized that use of fixed prices might make it difficult to meet 
competitors’ prices, might interfere with the purchase of merchandise at 
favorable prices, and might increase mark-downs. They expected the 
plan to reduce price competition within departments, to facilitate selec- 
tion of goods by customers, thus accelerating sales, and to enable buyers 
to obtain price concessions from manufacturers. 


(1922) 

The executives of the Tasker Brill Company in 1922 concluded 
that too many selling prices were used in most of the departments 
of the store which the company operated. In the bathing suit 
department, for example, more than 60 prices were used. Ladies’ 
coats were sold at more than 35 prices. 

It was suggested that a limited number of standard prices 
should be established for each department. One of the most 
important advantages of price standardization, according to the 
merchandise manager, was the elimination of price competition 
within departments. A customer willing to pay approximately 
$50 for a coat, for example, would be less confused if shown coats 
in a variety of styles, fabrics, and colors at $50 than if she were 
shown fewer coats at each of a number of prices ranging from $45 
to $55. If customers’ selections were facilitated by the elimina- 
tion of such price competition, the salespeople would be able to 
makes sales more readily. Fewer prices also would make it easier 
for the salespeople to familiarize themselves with the stock. Buy- 
ers, moreover, would go into the market seeking merchandise at 
definite prices, and might obtain concessions from manufacturers 
by explaining the necessity of securing merchandise which could 
be sold at the fixed prices. 

On the other hand, standardized prices might be too inflexible. 
Competitors would be likely to sell at prices slightly lower than 
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those adopted by the company. It seemed probable, however, 
that exceptions to the standard-price policy could be made so that 
competitors’ prices could be met. Another objection raised was 
that buyers might be unable to purchase special offerings of mer- 
chandise at lower prices because there would be no standard 
prices at which it could be sold and allow a reasonable margin. 
The amounts of mark-downs, moreover, would tend to be greater 
with standard prices, since in each instance the price would be 
reduced to the next lower standard price rather than to an inter- 
mediate price. In one way this feature would be an advantage, 
because there would be no question about the price to which 
merchandise should be marked down. 

In May, 1922, the company decided to standardize prices in 
its ready-to-wear departments and to extend the standard-price 
policy to other departments as speedily as practicable. In sev- 
eral departments, figures showing the number of garments sold 
at each price during the preceding three months were used as 
the basis for determining which prices should be made standard. 
In other departments, standard prices were selected on the basis 
of the experience of the buyers. In most cases the particular 
prices selected were thought to be unimportant, so long as the 
number was reduced. 

For the ladies’ coat department the following schedule of prices 
was adopted: $22.50; $25.00; $29.75; $33.00; $38.00; $45.00; 
$55.00; $65.00; $75.00; $85.00; $098.00; $115.00; $135.00; 
$150.00; $165.00; $175.00; $185.00; $198.00; $225.00. The 
prices $33.00, $38.00, and $45.00 were established to undersell 
coats marked by competitors at $35.00, $39.50, and $49.50, re- 
spectively. The manager of the department wished to establish 
a volume of sales at the $33.00, $38.00, and $45.00 prices and 
was convinced that the reductions below competitive popular 
prices would accomplish this end. The merchandise manager 
also attempted to rake the intervals between prices proportional; 
for example, the difference between $22.50 and $25.00, the next 
higher price, was approximately the same percentage of that price 
as was the difference between $75 and $85 as a percentage of the 
latter price. Within a short time, four additional prices, $49.50, 
$59.50, $69.50, and $79.50, were added to enable the company 
to meet the competition of other stores which were selling coats at 
those prices. 
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In other ready-to-wear departments standard prices also had 
been determined upon according to the judgment of the buyers 
and merchandise managers, and later altered, if necessary, to meet 
competition. Custom frequently entered into the decisions as to 
prices to select. Standard prices differed for the various depart- 
ments. In the blouse department, for example, the price $24.75 
was used instead of $25.00, one of the standard prices for coats; 
this was done because the executives believed that a 25-cent dif- 
ferential on an expensive blouse seemed greater than the same 
differential on a low-price coat. 

After standard prices had been in effect for a year, the mer- 
chandise manager was entirely satisfied with their use. For the 
ready-to-wear departments as a whole the value of the stock on 
hand had decreased 20%, sales had increased 5.1%, and the rate 
of stock-turn had increased from 3 times to 4.4 times for the 
period. The coat department showed a 30% reduction of stock, 
an increase of 0.4% in sales, an increase in the rate of stock-turn 
from 4.4 times to 7.3 times, and a 50% increase in percentage 
of profit. These figures were attributed largely to the standard- 
ization of prices, although the influence of other factors was 
recognized. 


CoMMENTARY: The plan adopted by this company for simplifying 
its lines had the same merits, in general, as the plan adopted by the 
Whiteside Company.” The reduction in the number of lines of ladies’ 
coats, which was given as an example, was from over 35 prices to 19 
prices, later increased to 23 prices. Although this reduction was sub- 
stantial, it is not obvious that it was great enough; the reason given 
for putting in the $33 and $35 prices—to undersell competitors—is 
not convincing. Competitors would not be long in meeting that situ- 
ation. 

The arrangement of the price intervals, whereby the intervals became 
wider and wider as the price scale rose, was logical in so far as the 
principle was observed. Between $135 and $198, however, the plan 
of increasing the price intervals as prices rose was not carried out. The 
company emphasized price competition; hence the bulk of its sales 
must have been made in the lower segment of its price scale, for con- 
sumers do not generally desire to purchase high-price, distinctive mer- 
chandise in a store that constantly emphasizes “bargains” or stresses 
low prices. Under such circumstances the continuance of the high- 





*See page 217. 
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price lines in the price scale served chiefly for trading-up* on the 
remainder of the lines. This result presumably could have been accom- 
plished as well with fewer prices above $135. 

In adopting a plan for the simplification of stocks by standardizing 
price lines, a retail merchant must attach importance chiefly to the 
determination of the number of lines and the price intervals, for the 
specific prices must be subject to modification whenever substantial 
changes occur in the general level of commodity prices. 


July, 1926 MeglaC. 
*See Badger Watch Company, 1 H.B.R. 420; commentary, 2 H.B.R. 525. 





HERRINGTON COMPANY! 
WHOLESALER—GROCERIES 


Purcuasinc—Reduction in Size of Purchase Orders to Increase Rate of 
Stock-turn. As a means of increasing the rate of stock-turn, the com- 
pany, a wholesale grocery firm, decided to reduce the size of orders 
placed with manufacturers. Ordinarily each order of merchandise would 
be limited to a one month’s supply. 


MERCHANDISINGC—Purchase of New Items Restricted to Increase Rate of 
Stock-turn. As a means of increasing the rate of stock-turn, the presi- 
dent of the company, a wholesale grocery firm, instructed the buyers 
to purchase no new items without his approval. The president decided 
not to stock a new item until a substantial demand for it had been 
manifested. 


MERcHANDISING—Increasing Rate of Stock-Turn by Simplifying Line. As 
a means of increasing the rate of stock-turn, the company, a wholesale 
grocery firm, decided to reduce the number of competing lines which 
it carried and also the number of sizes in which it stocked the different 
varieties of merchandise. 


Stock Controc—Method of Computing Stock-Turn for. Because its in- 
ventories were unusually large at the end of the year and unusually 
small in the summer, the company, a wholesale grocery firm, decided 
that, for purposes of merchandise control, rate of stock-turn should be 
computed on the basis of inventories as of July 1 and December 31 
instead of on the basis of inventories as of December 31 and January 
1. Previously this latter basis had been used, with the result that the 
rate of stock-turn had appeared to be unduly low. 


(1925) 


The president of the Herrington Company regarded the figures 
of annual stock-turn as one standard by which to judge the prog- 
ress of his company from year to year. In 1925 he computed the 
rate of stock-turn for the fiscal year ending December 31, 1924, to 
be 5.8, the lowest in the history of the company. The president 
deemed it essential that steps should be taken to increase the rate 
of stock-turn in 1925. 

The Herrington Company was located in a middle-western city 
with a population of about 800,000. With the exception of coffee 
roasting, the company did no manufacturing. Its merchandise 
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consisted of medium and high-price grades. The company sold 
about 30% of its merchandise under its two private brands which, 
for the most part, were placed upon its canned goods. The com- 
pany’s 18 salesmen called upon the 2,000 customers on an average 
of once a week. 

The company did not departmentize its merchandise inven- 
tories, purchases, or sales, nor maintain any perpetual inventory 
records. A physical inventory ordinarily was taken biweekly, and 
the units of each item in stock were recorded in a stock book. 
From the physical inventory, the cost value of merchandise on 
hand was computed in the middle as well as at the beginning and 
end of each year. 

In order to secure a high quality of canned goods to be sold 
under its private brands, the company purchased its year’s supply 
in the spring of each year. Shipments of this merchandise began 
in August, and, ordinarily, all had arrived by the latter part of 
November. From that time until the latter part of August, inven- 
tories of canned goods steadily decreased. 

Previous to 1920 the company’s auditors had computed the 
annual rate of stock-turn by averaging the cost of the inventories 
on hand at the beginning and end of the fiscal year, and dividing 
the cost of goods sold during the year by that average inventory. 
In 1920 the president of the company had become dissatisfied 
with the basis of the stock-turn computation. Customarily, on 
December 31, the company had a larger inventory than at any 
other time, with the possible exception of November 30, whereas 
the inventory was reduced to a seasonal minimum during the 
summer months. The average of the inventories at the beginning 
and end of the year, therefore, yielded an inventory figure which, 
relative to the seasonal fluctuations in merchandise on hand, was 
unjustifiably high. Asa result, the rate of stock-turn appeared to 
be lower than it actually was. An average of the January 1, 
July 1, and December 31 inventories would have given undue 
weight to the large inventories at the first of each year. In the 
president’s opinion, it would have been equally unsound to have 
used the average of inventories taken July 1, December 31, and 
the following July 1. In the latter case, undue weight would 
have been given to the low inventory on July 1. For these rea- 
sons, in 1920 the president had decided to determine the cost 
value of the July 1 inventory and to average the July 1 and 
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December 31 inventories at cost each year as the basis for calcu- 
lating the stock-turn figures to be used in formulating merchan- 
dise policies. For the income statements, however, the com- 
pany auditors had continued to compute the stock-turn from the 
average inventories at the beginning and end of a year. The 
inventories on July 1 and December 31 of each year subsequently 
were as shown in Exhibit 1. 


EXHIBIT I 


JULY 1 AND DECEMBER 31 INVENTORIES, HERRINGTON COMPANY, 
1920-1924, INCLUSIVE 











VALUE OF INVENTORIES 


YEARS 

July 1 December 31 
LOD Osteen adn tnd tyne Cee tale te $138,662 $133,968 
LOQT ee eras. A di, Seed alee 75,653 104,466 
EO DOE Re ree ego rs A eeeer gen ReeT eed a oee aly 7Ae 126,724 
|S eh AN ike eee Dg ie aera Meroe 2 Ro 80,997 98,412 
LOZ 4 ee theceer stone Ae ien S1AR eae enns 139,096 194,426 





*In January, 1924, the company had been consolidated with another wholesale grocery firm. 


A comparison of the rates of stock-turn based on the average 
of the January 1 and December 31 inventories with the rates of 
stock-turn based on the average of the July 1 and December 31 
inventories is shown in Exhibit 2 for the years 1920-1924, 
inclusive. 

EXHIBIT 2 
RATES OF StocK-TuRN BASED ON JANUARY I AND DECEMBER aI 
INVENTORIES COMPARED WITH RaTESs BASED ON JULY I AND 


DECEMBER 31 INVENTORIES, HERRINGTON CoMPANY, 
1920-1924, INCLUSIVE 








Stock-Turn Based on Average | Stock-Turn Based on Average 
of January 1 and December 31 of July 1 and December 31 





Inventories Inventories 
Grr 6. 
5.5 772 
52 6.2 
5.8 7-3 
4.8 5.8 


Both methods of computing stock-turn showed that the com- 
pany had obtained, in 1924, the lowest rate of stock-turn in five 
years. To increase the rate of stock-turn during 1925, the presi- 
dent decided to adopt the following policies: 
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First, the company began to reduce the number of competing 
lines and the number of sizes in each variety which it carried. 
For example, two eastern spice manufacturers packed twenty- 
three varieties of spices in one-ounce, two-ounce, three-ounce, and 
four-ounce packages. The Herrington Company ordinarily kept 
in stock from three to four cases of each item, in each of the four 
sizes, of each manufacturer. Although sales were distributed 
fairly evenly between the four sizes, the president decided that 
one could be eliminated. As the one-ounce package sold at retail 
for 5 cents, and the two-ounce package at 10 cents, he believed 
that it was inadvisable to discontinue these sizes. Those who 
customarily purchased the three-ounce packages, however, prob- 
ably would not object to purchasing a four-ounce package. For 
that reason, the company discontinued purchasing the three- 
ounce packages of both manufacturers. This resulted in a reduc- 
tion in stock of nearly $275. 

Each summer prior to 1925, the Herrington Company had sold 
the complete line of fruit syrups of each of four or five manu- 
facturers. The president decided to carry a complete line of only 
one manufacturer during the summer of 1925. If the company’s 
salesmen obtained any orders for the syrup of the other manu- 
facturers, the Herrington Company could purchase the necessary 
items either from a competitor or through brokers. The president 
allowed the salesmen of the company to select the brand of fruit 
syrups which would be sold during 1925. The same procedure 
was adopted with respect to fly exterminators. Only one of the 
four brands of exterminators which had been sold during 1924 
was to be sold during 1925. 

The second policy which the president adopted in order to in- 
crease the rate of stock-turn was the reduction in the size of 
orders placed with manufacturers. Orders placed were to be 
limited, whenever possible, to one month’s supply. So far as 
possible, this reduction was to apply to each item which the 
company carried in stock. 

The third policy adopted was the reduction of new items pur- 
chased for stock. The president issued an order to buyers stating 
that they should not purchase a new item without his approval. 
In the first three months of 1925, no new item was purchased. 
The president believed that articles of merit probably had been 
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rejected, but he intended to wait until the demand for a new 
product clearly justified the company’s stocking it. 


CoMMENTARY: Neither of the methods of computing rate of stock- 
turn illustrated in this case was fully satisfactory. The purpose of 
these computations was to obtain an index as to whether the com- 
pany was succeeding in holding down its investment in merchandise 
inventories to an amount that bore a proper ratio to the cost of the 
goods sold. Because of seasonal fluctuations, an average of the Janu- 
ary 1 and December 31 inventory figures was greater than the average 
inventory during the year, and the use of that average in computing 
the rate of stock-turn, therefore, gave too low a figure for the rate of 
stock-turn. The use of the average of the July 1 and December 31 
inventory figures was an improvement, since it more nearly approxi- 
mated an average of the high and low inventory figures for the year. 
The latter method, however, yielded a misleading result whenever 
either the July 1 or December 31 inventory was abnormally small or 
abnormally large. Neither method, consequently, was a fully satis- 
factory substitute for an average of 12 monthly inventory figures. 

It is to be noted that for both 1921 and 1923 the rates of stock-turn 
computed by the use of the average for July 1 and December 31 were 
materially higher than the rate shown for 1920, whereas when the aver- 
age of the July 1 and December 31 inventories was used the rates 
appeared to be lower in 1921 and 1923 than in 1920. The reasons 
for this discrepancy could be determined only by an analysis of the 
monthly inventory figures for those years. Both methods showed a 
lower rate of stock-turn in 1924 than in the previous years. In a 
footnote it is stated that in January, 1924, the company had absorbed 
another wholesale grocery firm. Perhaps that had more to do with the 
decline in the rate of stock-turn than the officers of the company appre- 
ciated. 

The general approach to the problem of reducing inventories by 
eliminating sizes and brands of merchandise that had an unprofitably 
slow rate of stock-turn was sound. The decisions as to the specific 
items to eliminate, however, seem to have been made without definite 
data regarding stocks, purchases, and sales of the various items. Under 
such circumstances it presumably was easy for errors of judgment to 
be made. The firm was working in the right direction, but with inade- 
quate tools for controlling stocks. The method of stock control used 
by this company was typical of the methods employed by many other 
wholesale firms, and this case serves, therefore, to exemplify widely 
prevalent conditions. 


May, 1926 MeTreG: 


CovELLE Company! 
WHOLESALERS—GROCERIES 


Stock ControL—Semimonthly Physical Inventories to Facilitate. The 
company, a wholesale grocery firm which ordinarily took a physical in- 
ventory of many items but once a month, decided to take semimonthly 
physical inventories. The company expected the more frequent in- 
ventories to be helpful in controlling stocks and purchases, in increas- 
ing the rate of stock-turn, and in revealing slow-moving items of 
merchandise. 


(1925) 


Prior to 1925, when the inventory of any item was found to be 
low, the buyers for the Covelle Company, a wholesale grocery 
firm, had determined the size of the reorder primarily from their 
past experience. Inventories of portions of the stock were taken 
monthly, and of the remainder, twice each month. The president 
had observed, however, that the buyers frequently did not re- 
order far enough in advance those products which were inven- 
toried monthly, and that the buyers were lax in learning of 
slow-moving products. Shortening of the period between inven- 
tories was contemplated, as a means of causing more effective 
purchasing. 

The Covelle Company, which sold medium-grade staple gro- 
ceries, did no coffee-roasting or tea-packing, and did not maintain 
a private brand. Annual sales were about $725,000, approxi- 
mately 10% of which were of perishable products, such as: 
butter and eggs. From 25% to 30% of sales were in broken 
packages. Approximately 5% of sales were made for drop ship- 
ment. The average inventory was about $88,000 at cost. With 
the exception of drop shipments, the company delivered in its 
own trucks all goods sold. The company purchased about one- 
half of its merchandise directly from manufacturers and one- 
half through brokers. The brokerage fecs were paid by the 
sellers. The company’s own trucks transferred about 5% of the 
purchases from the source to the company’s warehouse; the 
remainder was delivered upon the company’s railroad siding. 
Exhibits 1 and 2 compare the operating expenses of the Covelle 


1 Fictitious name. 
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EXHIBIT I 


COMPARISON OF OPERATING EXPENSES OF THE COVELLE COMPANY 
WITH THE CoMMON FIGURES FOR ALL WHOLESALE GROCERY 
FIRMS AND FOR ONLY THOSE FIRMS WITH NET SALES BE- 
TWEEN $500,000 AND $999,000 AS DETERMINED BY 
THE HARVARD BUREAU OF BUSINESS RESEARCH* 


Net Sales = 100% 





1922 


Common Fig- 
Tien Common Fig- | ures, ie 


Covelle ures, All Whole-| with Net Sales 
Company sale Grocery $500,000 to 


Firmst $000,000t 

Total Sales-Force Expense........... 2.82% 2G 2775 
PAC VErtiSin gay cue ome: tsk cee eee eae 05 .06 
Othersselling wen eerie Ase aT .08 
FLotateoellingeeae aa os ae neers leet: 2.82 2.9 2.8 
Wages of Receiving and Shipping Force 3- 03 in2 1:3 
Packing Cases and Wrappings........ .05 .05 
Outward Freight, Express, and Cartage 156 6 6 
Total Receiving and Shipping........ 3-59 2.0 2.0 
Executive Salaries (including buying)..} .84 Fel 1.1 
OfficezSalaries#ee omer ee ee oe ae .89 9 9 
Office Supplies and Postage........... 3 2 2 
Telegraph and Telephone............ .04 .07 .06 
Creditiand Collections mnt Hae Pa B 
Other Buying and Management...... Eth I .09 
Total Buying and Management....... 1.90 2.6 2.6 
Rentiee tei. co soe alae tee peta .48 5 5 
Heat, Light, and Power.............. .08 .07 .08 
Taxes (except on buildings andincome)| .13 3 aa 
Insurance (except on buildings)....... 19 2 2 
Repairs of Equipment............... rae .05 .05 
Depreciation of Equipment...........]  .27 2: ED 
plotal interest t.qacca erence menor: aff 17 7) 
Total Fixed Charges and Upkeep...... 2.86 3.0 3.0 
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otaluiex pensecemae te sate ae 11.57 II. II.0 
Gross: Margineadaree eter oe 11.89 11.6 11.5 
INGER rOlteac senator Se creer aorta toe .32 5 5 
SLOCKa Urns tas cepa s Ape ee eee 7.1 times 5.7 times 5.8 times 


Ff 
“Operating Expenses in the Wholesale Grocery Business in 1922, Bulletin No. 34, pp. 26 and 28, 
tIncludes 442 firms, all those reporting. 
tIncludes 153 firms. 
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COMPARISON OF OPERATING EXPENSES OF THE CovELLE CoMPANY WITH 
THE CoMMON FicuRES FOR ALL WHOLESALE GROCERY FIRMS, FOR 
Onty THOSE Firms witH Net SALes BETWEEN $500,000 AND 


$999,000, AND FOR FIRMS WITH STOCK-TURN OF 


7.0 TIMES AND 


OvER, AS DETERMINED BY THE HARVARD BureEAU oF Busi- 


NESS RESEARCH* 
Net Sales = 100% 


















1923 





Common | Common | Common 





Item Figures, Figures, Figures, 
Covelle Covelle | All Whole- | Firms, Net | Firms with 
Company } Company sale Sales Stock-Turn 
Grocery |$500,000 toljof 7 Times 
Firmst $099,000f | and Over$ 
Total Sales-Force Expense...... 3-43 %ll 3.24%| 2.6% Te 2.3% 
ACAVETUGING oo hace ba ET Sic ON along .06 S060 eh whens 
Other: Selling acres vescersuanweel), | ascsger ail) | semccete .09 ET cae 
Wages of Receiving and Shipping 
OPCOAE Soe citucku ate ai seve sow cena 3.68 te 2 a2 1.0 
Packing (Casesiand Wrappingss..|| ccs. |) seene .05 BOA Ve avecuens 
Outward Freight, Express, and 
Parcel Poster kote ron ree eer os naiiaaees Hey 26) Ol aera 
Outward Truckage (including up- 
keep and depreeiation)....... -63 65 65) FN Sesverede 
Executive Salaries (including 
BAR SINE) Accoaatoenecottoataes she tue ae . 88 I.0 OUT (et MaNGeharee 
Office Salaries, Wages, and Bo- 
TUUSESE i fey cisrate ravelis cuss Susteren oat 06 I.0 TiO: |S Peer 
Total Executive and Office Sala- 
TAOS rate tai or sin mee as Sielere ate Wiese antes 1.84 2.0 1.9 1.8 
Office Supplies, Postage, and Sta- na 
POMEL. iso usinn ecctehe acta atesere 09 Bi ag ol rn ace 
Telephone and Telegraph....... 03 07 206: TF aie 
Other Buying, Management, and 
ONCE SI Saer Piemetincs Geers a. wuaaeter na THR eet eS ES i” eee 
Rent yee so Peles wah Sees .50 2s 5 5 
Heat, Light, and Power........ 09 .08 08 1 © Ancater 
Taxes (except on buildings, in 
come and delivery equipment) 213 3 3) iecesrecete 
Insurance (except on buildings 
and delivery equipment). 27 15 Tse ieee 
Repairs of Equipment (except. of 
buildings and delivery equip- 
TEND a metumiahtas aSeeL RRA eam. iL Meares .03 OS any be aneiets 
Depreciation of Equipment (ex- 
cept of buildings and delivery 
equipment), sh.6 20 6.6 05 Games . 28 .08 08 
Total Interest 7... stcvcisiei cele « 83 1.5 ra, 1.2 
Miscellaneous Expense......... .02 ae nia Ie aeraene 
Losses from Bad Debts......... -38 -4 pa OE aie 
Total Bxpensey 2. c8lse ave «0a Il.91 10.6 10.6 9.9 
Gross Margins cia ctanwure Oeste 12.52 Tins tres 10.9 
Wet Protites) fe oness alae sais < .O1 an af 1.0 
Stock-Turn (times a year)...... Ea) 5.9 G.j08 8 7 |\” exareree 
*Operating Expenses in the Wholesale Grocery §Includes 150 firms. 
Business in 1923, Bulletin No. 40, pp. 11, 22, Includes executives’ salaries. 
ana aee 2 {Includes only buyers’ salaries; executives’ 
Includes sor firms, all those reporting. salaries included in Salaries and Wages of Sales 


¢Includes 173 firms. Force. 
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Company in 1922, 1923, and 1924 with the common figures for 
various groups of wholesale grocery firms as determined by the 
Harvard Bureau of Business Research. 

The company paid flat salaries to its 2 buyers and 4 salesmen. 
Each of its 500 customers, all located within a radius of 20 
miles, was called upon once a week. The salesmen suggested to 
retailers improved methods of display and merchandising. Such 
assistance on the part of the salesmen, however, was not so 
extensive as the president of the company desired. 

The Covelle Company did not departmentize inventories, 
sales, purchases, or expenses. In determining the amount of 
merchandise to be ordered the buyers relied on their 15 years’ 
experience supplemented by the information obtained from a 
stock book. They depended solely on duplicate copies of orders 
or invoices of manufacturers for information as to the date of 
an order or the date on which shipment was received. The 
buyers usually purchased a maximum of one month’s supply of 
any one item. In order to obtain quantity discounts offered by 
manufacturers, however, they occasionally purchased more than 
a month’s supply. Approximately 5% of the company’s pur- 
chases were pooled with those of its competitors in order to 
obtain quantity discounts. In that event, one of the wholesalers 
had the merchandise billed to him and he in turn rebilled the 
merchandise at cost to his competitors. 

Prior to January, 1925, the Covelle Company had taken an 
accurate physical inventory of all items of merchandise in stock 
at the first of each month. In addition, a physical inventory of 
all fast-moving items, such as cereals and beans, had been taken 
in the middle of the month. The fast-moving items constituted 
from one-fourth to one-half the company’s total stock. The 
units of stock on hand were recorded in consecutive columns in 
a stock book. A careful study of this book by the buyers was 
expected to furnish them with information as to the dates upon 
which to replenish the stocks of merchandise and as to which 
items were moving slowly. For example, a continuous stock of 
one or two cases of an item over a period of two or three months 
indicated that the item was not moving so rapidly as desired. 
Each month a list of all such items, called the dead stock, was 
made up. This list was given to the salesmen with instructions 
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to dispose of the stock. If salesmen were unable to dispose of it, 
prices were cut on the merchandise until sales were made. 

The company’s experience showed that inventories of all 
items on hand at the beginning of each month, with only the 
partial information obtained from the mid-month inventories, 
did not provide an accurate basis for repurchasing. The com- 
pany often did not have in stock the staple merchandise ordered 
by customers. During 1924, such items had numbered from 15 
to 18 daily. To have reported constantly to customers that 
ordered articles were not in stock would have affected unfavor- 
ably the company’s sales. In consequence, it was necessary either 
to borrow from competitors or to purchase small quantities from 
brokers, who, in such circumstances, charged from 3% to 5% 
above the manufacturer’s selling prices. The Covelle Company 
had arranged with two of its competitors to return borrowed 
merchandise when the company’s supply arrived. One other 
competitor, however, would not lend merchandise but sold to 
the Covelle Company at prices 5% greater than those charged 
by manufacturers. Often, the competitors either did not have in 
stock the merchandise needed by the Covelle Company, or they 
did not have sufficient merchandise in stock to make a loan. 
Furthermore, it was necessary to send the company’s trucks 
after such merchandise with the possibility of delaying regular 
delivery schedules. The company’s net profit also was decreased 
whenever it was necessary to obtain merchandise from the com- 
pany’s competitor who charged the additional 5%. 

The Covelle Company, therefore, wished to obtain some system 
of records which would provide more accurate information for 
merchandising the stocks. In January, 1925, the company de- 
cided to take twice a month a physical inventory of all items in 
stock. This record, as formerly, was to be entered in consecutive 
columns in the stock book. The company expected the semi- 
monthly inventory to furnish information which would enable the 
company not only to decrease the number of items out of stock 
when ordered, but also to purchase twice a month merchandise 
that the company previously had purchased only once a month. 
In that way, the rate of stock-turn could be increased. 

One further advantage to be obtained from the more frequent 
inventory was the ability to learn of slow-moving items sooner 
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than had been possible previously. While the company formerly 
had learned of a slow-moving item only after two or three months, 
the semimonthly inventory would furnish this information in a 
month or six weeks. The president believed that, as this semi- 
monthly information became available for a long period, slow- 
moving items could be ascertained more promptly. 

Although by March, 1925, the company had not had sufficient 
experience with the more frequent inventory-taking to draw 
permanent conclusions, the number of items out of stock when 
ordered had been reduced about one-half. The services of two 
men were required for between three-quarters of a day and one 
day to take the inventory. 


CoMMENTARY: From a comparison of the Covelle Company’s oper- 
ating figures with the typical figures for other wholesale grocers, it 
appears that the company’s major problem lay in the high ratio of 
salaries and wages to sales. In 1923, for example, the company’s total 
salaries and wages for all executives and employees, plus salesmen’s 
traveling expense, amounted to 8.76% of net sales. For the entire 
group of wholesale grocery firms for which comparable data were avail- 
able, the total of the same items amounted to 5.8% of net sales. The 
firm’s other expenses were reasonably low, and its rate of stock-turn 
was above the average. This particular case, however, was concerned 
not with salaries and wages but with stock control. 

The use of semimonthly inventories seems to have been aiding in the 
maintenance of a good rate of stock-turn. The success of the com- 
pany in that direction, however, probably was the result fully as much 
of the good judgment of its buyers as of the inventory records, which 
apparently were not directly correlated with statistical records of sales 
and purchases. The question fairly may be raised as to whether the 
utilization of a balance of stock system of records would not have 
yielded savings in the time of the men employed in taking the semi- 
monthly inventories and in the time of the executives using the data 
which would have more than offset the cost of such records. The 
method of stock control which this company was using was elementary, 
the chief reliance being placed upon the personal judgment of the buy- 
ers. The Covelle Company’s method differed little from the method 
used by the Herrington Company.” The greater success of the Covelle 
Company in securing a high rate of stock-turn apparently must be 
attributed to its buyers. 


May, 1926 M. T. C. 
?See page 224. 


SNEED Company! 
WHOLESALER—GROCERIES 


AccounTinc—Use of Departmentized Merchandise Records. For two 
years the company, a wholesale grocery firm, had prepared monthly 
records showing net sales, purchases, inventories, and gross margins by 
merchandise departments. The buyers for the company had made little 
use of this information and the executives concluded that the depart- 
mentized records should be discontinued, with the exception of the 
purchase records, which could be compiled readily. 


SaLes EmpuHasis—On Merchandise Yielding High Gross Margin. The 
departmentized merchandise records which the company, a whole- 
sale grocery firm, maintained enabled it to determine the gross margins 
for each department and, hence, to place sales emphasis on merchandise 
on which high gross margins were obtained. The executives, however, 
decided that little could be gained by stressing sales of high gross 
margin merchandise and that records for that purpose were unnecessary. 


AccounTINc—Determination of Gain from Speculative Purchasing—(Com- 
mentary). The commissions which the company, a wholesale grocery 
firm, paid its salesmen were based on gross margin computed as the dif- 
ference between selling prices and cost of sales figured at the current 
market prices. The difference between gross margin so computed and 
gross margin based on actual cost of goods sold represented speculative 
gain or less, resulting from changes in market prices. 


(1923) 


The Sneed Company had operated, for more than two years, 
a system of accounting by which it departmentized purchases, 
inventories, and sales. The company expended slightly more than 
$1,000 annually in maintaining the records of the system. Late 
in 1922, the company was undecided as to whether the value 
received from the departmentization justified this expenditure. 

The Sneed Company had annual sales of between $1,250,000 
and $1,500,000. It sold medium-price merchandise, all of 
which, with the exception of about $75,000 annually, was dis- 
tributed within a radius of 25 miles. It did no manufacturing 
other than coffee-roasting and tea-packing. The company had 
two private brands which it placed upon its canned goods, 
bottled goods, coffee, tea, and cereals. Sales of merchandise 





1 Fictitious name. 
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under the company’s private brands comprised from 25% to 
30% of total sales. 

The company had about 2,000 customers; it employed 14 
salesmen. Once a week, the salesmen called upon 80% of the 
customers; once every two weeks, upon the remaining 20%. 
Salesmen received as compensation 3314% of the gross margin 
resulting from their sales. The company had four buyers. These 
buyers acted in the capacity of sales managers for those products 
which they purchased. 

The Sneed Company at no time had maintained stock records 
for the use of its buyers; nor had it kept purchase cards of any 
type. When the stock of any particular item was low, stock 
clerks advised the buyers of the fact. If a buyer did not recall 
when he had placed the last order for this merchandise, he con- 
sulted the record of duplicates of orders given to manufacturers. 
If he desired to ascertain the date of arrival of the last order 
of this merchandise and the quantity received, it was necessary 
for him to consult the files of invoices received from manufac- 
turers. Ordinarily, a buyer decided from his past experience the 
size of order which he should place. 

In April, 1920, the company had employed at a cost of $1,800 
a firm of accountants to install a system of accounting which 
would departmentize merchandise purchases, inventories, and 
sales. These accountants had divided the company’s merchandise 
into six departments, which they had designated as A, B, C, D, 
E, and F. 

Department F originally had included all the teas which the 
company sold, both those nationally advertised and those packed 
by the company itself. In July, 1920, however, the company had 
changed this department to include only those teas which it 
blended and packed. Department E consisted of the coffee which 
the company roasted and sold under its private brands. Depart- 
ment D contained all brands of flour and grain products in bulk, 
such as Farina and chick-feed. The sales in this department had 
decreased sharply through 1920, and in February, 1922, the 
company had classified all flour and grain products as general 
groceries, and had changed Department D to include all mer- 
chandise which the company sold under its high-grade private 
brand. Department C consisted of both bulk and package sugar; 
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Department B, of all canned goods, with the exception of syrups, 
oils, and canned fish. Department A consisted of the remainder 
of the merchandise, or the line of general groceries. 

After sales were made, a clerk in the office received the order 
blanks used by the company’s salesmen and placed upon them, 
in addition to the selling prices, the cost-book cost of each item 
sold. The cost-book cost was the market cost at the time the 
merchandise was sold. The gross margin between the selling 
prices and the cost-book costs served as the basis for the cal- 
culation of salesmen’s commissions. The entire benefits of espe- 
cially low-price purchases consequently accrued to the firm. The 
firm, likewise, was penalized for unskilful purchases at high 
prices. The order blanks were used as a basis for the allocation 
of sales between departments. It required the entire time of 
another clerk, who received an annual salary of about $1,000, 
to allocate between departments the monthly sales of the com- 
pany’s 14 salesmen. The company experienced no difficulty in 
allocating the monthly purchases in dollars for each department, 
as it easily ascertained them from manufacturers’ invoices. 

The company took a physical inventory every six months; 
it ascertained the value of intermediate monthly inventories for 
each department by bookkeeping calculations. The figured gross 
margin on monthly net sales, subtracted from the net sales, gave 
the cost-book cost of sales. The company obtained the closing 
inventory for the month by adding to the cost-book cost of 
merchandise in stock at the first of the month the net cost-book 
cost of purchases during the month and subtracting from this 
total the cost-book cost of sales. This inventory was inaccurate 
by the extent to which cost of merchandise as recorded at the 
time of sales for purposes of figuring salesmen’s commissions dif- 
fered from actual costs. 

At the end of each month, a record was prepared which showed 
the total net sales in each department, total purchases, and gross 
margin. The ratio of gross margins to net sales also was calcu- 





? That is, the cost-book cost of any item did not, over a period of time, represent 
the total cost of the merchandise as delivered in the company’s warehouse. On the 
contrary, the cost-book cost was changed from time to time to correspond with 
important fluctuations in the replacement cost of the merchandise. For descriptions 
of this plan as used in other wholesale grocery companies, see Bureau of Business 
Research, Harvard University, Bulletin No. 55, Cases on Merchandise Control in 
the Wholesale Grocery Business, pp. 83, 84, 91, 124-128, 134, 190-192. 
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lated. There also was prepared an analysis by departments of the 
sales of each salesman. These records were available for the use 
of all the company’s executives. A salesman’s attention was not 
called, by executives, to the analysis which had been made of his 
sales unless his sales volume in any of the departments was be- 
low the average. The records of three salesmen who had been in 
the employ of the company for 15 years were used as a standard 
by which the relative performance of a salesman was determined. 
The executives of the company believed that these three men 
were competent salesmen; hence, the arithmetic average of per- 
centages obtained from the analysis of their sales was used as 
the standard. 

There was one distinct advantage which the executives of the 
company had expected to obtain from the departmentization of 
sales and the consequent determination of the gross margins. 
They had thought that this information would enable the com- 
pany to place sales emphasis upon articles in those departments 
which yielded the highest percentages of gross margin. This 
system of records also provided the basis for the monthly calcu- 
lation of the stock-turn of each department; and for the more 
detailed analysis of increases in inventories and purchases. The 
analyses of monthly sales for the years 1921 and 1922 are shown 
in Exhibit 1. The gross margin figures in that table were based 
on cost-book costs rather than on actual costs. Exhibit 2 is a 
recapitulation of departmental operating figures. Actual costs 
and not cost-book figures were used in that table. 

The executives of the company did not obtain the advantages 
from the departmentizing of merchandise which they had anti- 
cipated. During the two years previous to January 1, 1923, the 
stock-turn of the departments had been determined about six 
times. The four buyers did not believe that the information 
which was furnished to them monthly was of particular value. 
They did not make use of it unless it was called expressly to 
their attention by the president of the company, and it was their 
belief that the expense which was being incurred to provide the 
information could well be saved by the discontinuance of the 
records. 

The executives concluded that little gain could be obtained 
from attempting to increase the gross margin by selling more 
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high gross margin merchandise. Each retail grocer desired a 
certain amount of the low gross margin merchandise. If the 
Sneed Company desired to retain his business, it had to sell him 
this merchandise. The amount of high gross margin merchandise 
which could be sold him then was limited, it was said, to the 
difference between the total of his low gross margin purchases 
and the total credit which the company was willing to extend 
to him. 
EXHIBIT 2 

Ficures FoR DEPARTMENTAL Net SALEs, PURCHASES, INVENTORIES, 


Gross MarcIns, AND RaTES OF STOCK-TURN, 
SNEED CoMPANY, 1921 


Total A F 





Neti Salesine a2 4s: das eu $1,315,664 |$600,855 |$374,508 |$176,400 |$47,123 |$104,549 |$12,220 


Cost of Goods Sold...} 1,123,375 | 520,246 | 206,815 . 60. 77,040 9,825 
Beginning Inventory. 157,137 65,058 74,140 83 678 10,295 6,134 
Purchases. 3... ..... 1,239,487 | 557,772 | 373,142 ; 81,217 5,906 
Inventory at End.... 273,249 | 102,584 | 150,467 846 13,872 2,215 
Average Inventory... 215,196 83,821 | 112,304 : 12,084 4,175 
Gross Margin....... 192,289 80,609 77,693 ; 26,909 2,404 
Percentage of Gross 

IMargintenie cone r 14.62 13.42 20.74 : : 25.74 19.66 
Stock-Turn (times a 

VEAL) bic semana vas 5.2 6.2 2.6 a 6.4 2.4 





The executives concluded further that an energetic salesman 
would obtain, without the use of the sales analysis, any advantage 
which could be obtained by increased sales effort in high gross 
margin lines. The price book which each salesman carried gave 
not only the selling price but also the cost-book cost of the mer- 
chandise. Each salesman knew, therefore, the approximate gross 
margin which was being obtained on each sale. If the amount of 
gross margin credited to him at the end of any one month were 
below his average, he could ascertain the cause of the decrease 
by reference to his order blanks. It was the opinion of the execu- 
tives, furthermore, that the company would gain no advantage 
from efforts expended on salesmen who did not have enough 
interest in their own income to analyze the sales which they were 
making and to ascertain the cause of any decreases. 

Although the sales analysis given in Exhibit 2 showed that the 
percentage of gross margin had increased slightly, the executives 
attributed this largely to the improved conditions in the whole- 
sale grocery trade.* It was pointed out further that, for example, 





®The common percentage of gross margin for wholesale grocers with sales of 


242 HARVARD BUSINESS REPORTS 


the sales in Department C, the department with the lowest gross 
margin, had not decreased throughout the two-year period. In 
fact, the sales during the last three months of 1922 were $42,121 
as compared with $31,669 in the last three months of 1921, 
showing an increase of about 33%. Because of the lack of im- 
provement resulting from the system, the disregard for the 
records shown by buyers, and the cost of obtaining the informa- 
tion, the company decided to discontinue the departmentization 
of sales and inventories after 1922. As the regular bookkeeper 
could departmentize purchases with little effort, and since they 
gave an indication of the volume of sales in each of the depart- 
ments, the company continued to departmentize this information. 


CoMMENTARY: In view of its experience with the use of the data 
obtained by departmentizing the merchandise accounts, the company 
was warranted in discontinuing their compilation. The buyers made 
little use of the data and they did not serve as a guide for directing 
the efforts of the salesmen. Under such circumstances there was little 
reason for continuing to incur the expense of having the data compiled. 
Whether or not these departmental figures could have been utilized 
for guidance in control of mark-ups and prices, and perhaps for other 
administrative purposes, is a question on which this experience of the 
Sneed Company throws no light. The decision by this company, 
moreover, affords no precedent of significance to other companies which 
have a personnel adaptable to the utilization of such statistical guides. 

This company relied entirely upon the watchfulness of the stock 
clerks in reporting the condition of stocks and upon the memories of 
the buyers, refreshed occasionally by reference to previous orders, for 
determining the quantities of merchandise to purchase. The company 
did not keep even such elementary records as were employed by the 
Herrington Company‘ and the Covelle Company.’ It is difficult, in- 
deed, for a business to be permanently successful when so much valu- 
able information regarding past experience is recorded solely in the 
memories of employees. 

The data in Exhibits 1 and 2 furnish material for an interesting set 
of computations on a topic quite remote from the major issue in this 
about $1,500,000, as found by the Harvard Bureau of Business Research, in 1921, 
was 9.7%; that in 1922 was 11.7%. Bureau of Business Research, Harvard Uni- 
versity, Bulletin No. 30, Operating Expenses in the Wholesale Grocery Business in 


1921, p. 33; Bulletin No. 34, Operating Expenses in the Wholesale Grocery Busi- 
ness in 1922, p. 26. 


4 See page 224. 
® See page 229. 
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case. The monthly figures for gross margin in Exhibit 1 were derived 
from the use of cost-book cost figures. Those cost-book cost figures con- 
formed to the market cost of the merchandise at the time it was sold. 
The gross margin figures in Exhibit 2 were calculated by the use of 
actual cost figures. Hence, a comparison of the gross margins given in 
Exhibit 2 with the total gross margins derived from the use of book- 
cost figures will show approximately the amount of the total gross 
margin in 1921 which resulted from speculative market gains. 

The figures in the first column of the following table have been taken 
from Exhibit 1, and the figures in the second column are from Exhibit 
2. The figures in the third column are the differences between the fig- 
ures in columns 1 and 2. 


Gross Marcin—1921 

















» SPECULATIVE GAIN 
BASED ON BASED ON 
Dept. Cost-Boox Cost Actua Cost 

In Dollars % Sales 
Naik eee ts $ 73,642 $ 80,609 $ 6,967 Into 
Beene 41,500 77,0023 26,193 9.67 
(ee for 7,014 611 6,403* ele 
eee. 2,502 4,063 1,561 cWeey 
Ey sed 25,451 26,909 1,458 1.39 
Ps 2234 2,404 170 1.39 
Total...) $152,343 $192,289 $39,946 3.04 











*Loss. 


This indicates that the speculative gain, which resulted from buying 
in anticipation of advances in market prices, amounted to 3.04% of 
the company’s net sales in 1921. The bulk of this gain was realized on 
the merchandise in Department B—canned goods. 

This comparison suggests the possibility that such data as these over 
a period of years would throw important light on the mooted question 
of the profits gained from speculative buying in the wholesale grocery 
business. 


May, 1926 MeL. 


SEBRING WHOLESALE Druc Company? 
WHOLESALER—PATENT MEDICINE 


PurcHasinc—Use of Stock and Order Records in Regulating Purchasing. 
In its patent medicine department, the company, a wholesale drug 
firm, stocked approximately 7,000 items with widely varying rates 
of sale. Each day the stock clerk sent to the buyer’s office a report 
of the quantities on hand of items which, in his opinion, should be 
reordered. This information was transferred to a large bound-book in 
which quantities ordered also were recorded by items. The buyer ex- 
amined the entries in this book daily and placed orders on the basis of 
his judgment concerning the information contained there. The company 
decided to replace this book by a file of cards. The cards could be 
referred to more readily than could the book records. Moreover, labor 
and the possibilities of error were reduced by having the stock clerk 
make his reports directly on the cards. 


(1923) 


The Sebring Wholesale Drug Company’s sales of patent medi- 
cines approximated $2,000,000 annually. This merchandise con- 
stituted 50% of the company’s total sales. The manufacturers 
of patent medicines advertised extensively, and the public de- 
mand for their products was so strong that in numerous instances 
they allowed only small discounts to wholesalers. The average 
of such discounts was about 1624% of the wholesale list prices. 
Intensive competition from other wholesalers, retail druggists’ 
buying associations, and retail druggists who purchased directly 
from the manufacturers had forced the Sebring Wholesale Drug 
Company to allow a discount of from 5% to 10% off its list 
prices to retailers. Consequently, the company had obtained a 
gross margin of only 11% in its patent medicine department, 
which was insufficient to show a satisfactory net profit. This 
small gross margin focused the attention of executives upon 
means of effecting economies in operations and of increasing the 
rate of stock-turn. The buyer for the patent medicine depart- 
ment decided that the attainment of these results might be facil- 
itated by improvements in the stock and purchase records in 
that department. 

In the company’s accounts the records of inventories, pur- 


1 Fictitious name. 
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chases, and sales were kept according to merchandise depart- 
ments, so that the amount of gross margin realized could be 
determined periodically for each department. All expenses also 
were distributed to accounts for the merchandise departments. 
From these expense and merchandise accounts a profit and loss 
statement was drawn up for each department at the end of each 
accounting period. 

The company carried approximately 7,000 items in stock in 
the patent medicine department. Manufacturers sought to sell 
a large number of new medicines to wholesalers every year and 
when, by advertising, a manufacturer had stimulated a strong 
demand for a new product, it was difficult for the company to 
refuse to stock it. The result was that the number of items car- 
ried tended to increase from year to year. It was difficult to 
forecast accurately the demand for a new patent medicine; 
hence, the company occasionally purchased stocks of articles for 
which demand failed to materialize. 

Sales of medicines were affected largely by the season and 
weather. Sales in January and February usually were larger 
than in any other two months. The company had to keep suffi- 
cient goods in stock to supply the demand at all times. Some 
fluid medicines could not be shipped in cold weather; conse- 
quently, a supply sufficient for the company’s needs until spring 
had to be ordered before freezing weather arrived. The average 
inventory in the patent medicine department of the Sebring 
Wholesale Drug Company was approximately $160,000. 

Two separate stock-rooms were used for patent medicines, 
the reserve stock-room, and the active stock-room. When a ship- 
ment of merchandise was received from a manufacturer, it 
usually was stored in the reserve stock-room. Some medicines 
that sold exceptionally well, however, were delivered directly to 
the active stock-room. When for any item the supply in the 
active stock-room became less than the desired minimum, the 
supply was replenished from the reserve stock-room. The mer- 
chandise was arranged in the reserve stock-room so that the 
stocks needed most frequently were in the most accessible loca- 
tions. In the active stock-room, merchandise usually was ar- 
ranged according to manufacturers. 

There was a stock clerk in charge of each stock-room. The 
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clerk in charge of the reserve stock-room had been in the com- 
pany’s service for more than 20 years. The younger man in 
charge of the active stock-room was his understudy. The reserve 
stock-room clerk knew from experience about what the minimum 
stock of each item should be. He made a survey of the active 
stock-room every morning. When he found that the stock of 
any item was at a minimum, he filled out a printed slip which 
had columns for the name and description of the article and for 
information as to the quantity on hand in the active stock. He 
then examined his reserve stocks, and if sufficient reserve stocks 
were available, he replenished the active stocks. If they were not 
available, he gave the slip to the clerk of the active stock-room, 
after having noted on the slip the quantity on hand in the reserve 
stocks. The active stock-room clerk then totaled the quantities 
on hand and copied the description of the articles and the total 
on another slip, which he sent to the buyer. Some of the articles 
had to be reported every few days, others not oftener than once 
in two or three months. 

The buyer had two secretaries, who kept purchase and stock 
records in a large bound-book. If the company purchased but 
one article from a manufacturer, a page in the book was headed 
by the name of that article, but if more than one article was pur- 
chased, the page was headed with the manufacturer’s name. 
Purchases were made from more than 500 manufacturers, and, 
since products of many of them required more than one page, 
the book contained several thousand pages. There was no index 
to facilitate reference to any particular item. In some instances 
the same item of merchandise was carried in several sizes, and, 
in that event, the several sizes were entered on a page con- 
secutively, as individual items. 

Each page of the book was divided into 15 columns, one for 
the list price and wholesaler’s discount, one for a description of 
the article, and 13 for quantities on hand and_ purchased. 
The 13 columns were double, one section being used for entries 
of the quantities on hand, as reported to the buyer by the clerk 
of the active stock-room, and the other for entries of quantities 
purchased. Each day, when the stock clerk’s report slips were 
received, one of the buyer’s secretaries transferred the informa- 
tion from those slips to the stock and purchase book. For each 
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item reported she entered the date across the top of a new double 
column for that item and then entered the quantity in stock, as 
shown by the slip, in the left section of the column; the right 
section was reserved for entries of quantities ordered. After 
these entries were made, the buyer examined the book and de- 
cided whether to order the articles reported. If, in his judgment, 
there would not be many immediate sales of an item reported, 
he might delay the order, in which case he entered a date as a 
memorandum for follow-up. Customarily, however, orders were 
mailed the day the articles were reported. The buyer kept a 
copy of each order, by which the quantity of merchandise re- 
ceived was checked. A secretary entered the quantity ordered 
in the stock and purchase book in the right-hand section of the 
column in which the quantity on hand had been entered. 

In order to determine whether the amount of the orders sent 
out during the month to date was excessive, the buyer had the 
statistics department summarize the amounts of the orders from 
time to time during the month. The, buyer filed these summary 
sheets, and thus was able to compare the amount of his pur- 
chases from month to month and year to year.” 

The buyer thought it might be possible to obtain the needed 
information more promptly and with a saving of labor by sub- 
stituting for the stock and purchase book a card file. He pro- 
posed that information should be entered directly on the cards, 





2 Another wholesale drug company, comparable in size to the Sebring Wholesale 
Drug Company, used a stock-control system in its patent medicine department 
similar to that used by the Sebring Wholesale Drug Company. Instead of leaving 
the report date to the discretion of the stock clerk, however, the buyer had drawn 
up a definite schedule of dates on which the stock clerk was to report on the 
various items. The buyer had planned the schedule on a basis of his experience 
with the rate of stock-turn for each manufacturer’s products. When one article of 
any manufacturer reached the minimum, the stock clerk was required to report 
on all articles purchased from that manufacturer. Two comparatively small loose- 
leaf books were kept instead of one large bound one. Names of the manufacturers 
on whose products reports were to be made on Monday, Wednesday, and Friday 
were in one book, and those for Tuesday, Thursday, and Saturday in the other 
book. Instead of copying descriptions of the articles on slips each morning, the 
stock clerk took the book to the stock-room and copied the quantities on hand 
directly into the book. Another difference was that the buyer’s secretary entered 
all items reported each day in a large bound-book with columns for the quantities 
ordered, the quantities in stock, and the prices. When a bill was received from a 
manufacturer, the quantity ordered was checked and the price and discount entered 
in the book directly from the bill. The buyer had his secretary copy the date, 
quantity ordered, price, and discount on small cards, which were kept in a perma- 
nent file. These served as a basis for the study of stock-turn and the elimination 


of inactive items. 
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instead of first being entered on report slips. At the beginning 
of 1923, standard 12-inch by 12-inch cards were purchased for 
this purpose. Each card had columns corresponding to a page 
in the stock and purchase book. The cards were filed in a fire- 
proof metal case approximately 2 feet in length and of the 
proper height to hold the cards upright. The cards were ar- 
ranged alphabetically by names of manufacturers, or by the 
names of products in instances where only one product was pur- 
chased from a manufacturer. To save the labor of rewriting, the 
file was kept in the active stock-room. When a report on an 
item was necessary, the active stock clerk entered the date at 
the top of one of the double columns and the quantity on hand in 
the left-hand section. The cards for such items as needed to be 
reported were removed from the file and taken to the buyer 
each morning. Occasionally, when an order was received from a 
customer, and the buyer desired to know immediately the quan- 
tity in stock, it was necessary for him to inquire of the stock 
clerk, since the buyer kept no record that was immediately 
available. That difficulty was overcome by the installation of 
a direct telephone service between the sixth floor, where the 
buyer’s office was located, and the third floor stock-room, where 
the file was kept. 

The card file contained approximately 2,000 cards. A study 
of the dates on which orders had been placed and the quantities 
ordered enabled the buyer to estimate the rates of stock-turn 
for the various items. Since under the new system much work 
of copying information was eliminated, the services of but one 
of the buyer’s secretaries were needed. When one side of a card 
was filled, the reverse side was used, after which the entries on 
the first side were erased, and the process was recommenced. 
The buyer thought there was no value in making comparisons 
for a longer period than 12 months, and records for this length 
of time ordinarily could be placed on one side of a card. After 
the system had been in use for about one year, the executives 
of the company were convinced that it was a distinct improve- 
ment, in that its use had materially reduced labor and the possi- 
bilities of error in keeping the records. Its use had been extended 
to one other department, and the company planned to install the 
card system in the other departments as soon as practicable. 
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CoMMENTARY: The company’s experience with a card system of 
stock and purchase records indicates the advantages of that type of 
system in a business which handles a large number of items of varying 
degrees of activity. If there were offsetting disadvantages, they were 
not brought out in this case. 

The chief weakness in the systems which the company used, both the 
bound-book system and the card system, was the absence of adequate 
statistical summaries of the data in the records. No regular means was 
provided, furthermore, for bringing to the buyer’s attention stocks of 
inactive items. 

Inasmuch as entries were made on the records only when stocks were 
depleted, the time intervals between entries were irregular. The sum- 
mary tabulations prepared for the buyer by the statistical department 
appear to have been casual and irregular. A regular monthly, quar- 
terly, semiannual, or even annual summary of the purchases of each 
item, together with data as to the quantities on hand at the beginning 
and end of each period, would have provided statistical records which 
would have greatly facilitated the control of stocks by the buyer. Inas- 
much as one of the purposes of these records was to increase the rate 
of stock-turn, a tabulation of the periodical summaries should have 
been maintained over a period substantially longer than one year. 

The records as they were kept were serviceable for guidance in day- 
to-day operations. Even though the buyer was experienced and highly 
capable, however, a statistical record for comparable periods of time 
would have served to give a broader and sounder perspective for the 
determination of merchandising policies. It is practically impossible, 
even for an experienced person, to judge trends of purchases and stock- 
turn from a series of entries at irregular time intervals. It is only when 
those data are summarized by regular periods that real statistical com- 
parisons can be made. This company had made a marked advance in 
its practice over the methods used by the Herrington Company,’ the 
Covelle Company,* and the Sneed Company,° but its system of stock 
control was not fully rounded out. 


May, 1926 M. T. C. 


3 See page 224. 
4 See page 229. 
5 See page 235. 


DrascAu WHOLESALE Druc Company! 
WHOLESALER—DRUGGISTS’ SUPPLIES 


Purcuasinc—Use of Stock and Order Standards in Regulating Purchas- 
ing. The company, a wholesale drug firm, decided to establish for 
each of the 17,500 items which it sold standard minimum and maximum 
stock limits. When the stock on hand of an item reached or fell below 
the minimum limit, the buyer, who would be kept informed of the 
conditions of the stocks, was to order a quantity sufficient to make the 
quantity on hand plus the quantity on order equal to the maximum 
stock limit for the item. 

(1925) 

Before 1925 the Drascau Wholesale Drug Company had no 
adequate system of stock control. The chief stock clerk from 
time to time observed the quantities of merchandise on hand 
and notified the buyer when, in his opinion, reorders should be 
placed. Since the company carried stocks of about 17,500 items, 
of an average total value of $125,000, it was difficult for the chief 
stock clerk to keep an accurate check on the merchandise. 
Hence, it frequently happened that items of merchandise ordered 
by customers were out of stock. This situation not only incon- 
venienced customers, but was unprofitable to the company. 

The Drascau Wholesale Drug Company was located in a city 
with a population of about 300,000. The company’s annual sales 
amounted to approximately $775,000, 80% of which were made 
to customers located outside of the city in which the company 
was situated, and 20% of which were made in the city. The 
company owned a five-story brick warehouse. The assembling, 
shipping, and billing departments were on the first floor of this 
warehouse, and the stocks of merchandise occupied the remain- 
ing four floors. Ordinarily broken packages of any item were 
not separated from unbroken packages of the item. A spiral 
chute conveyed merchandise from the upper floors to the first 
floor. A pneumatic tube system was used to transport orders 
from the billing department to the warehouse departments. 

The company employed five traveling salesmen, whom it paid 
commissions averaging 2% of their net sales. These salesmen 
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usually called on customers located outside the city at least once 
a week and on city customers twice a week. The company also 
had two salesmen who remained at the office, telephoning to 
many of the city customers each morning, and, in addition, 
serving customers who came to the warehouse for merchandise. 
One buyer did most of the company’s purchasing. 

For each item that it carried in stock the company kept a 
card record, upon which were recorded quantities purchased, 
dates of purchases, costs, and the names of the vendors. The 
buyer used these records in determining the rapidity of sale of 
the merchandise. 

Each day the chief stock clerk examined a specific portion of 
the stock in the warehouse and noted those items which, from 
his past experience, he believed it was necessary to reorder. The 
buyer, on the basis of the information given him by the chief 
stock clerk and the card records which were maintained, placed 
his orders. 

This method of merchandise control was unsatisfactory to 
the executives of the Drascau Wholesale Drug Company. It was 
difficult for the chief stock clerk to keep an accurate check on 
all items. The executives concluded that if this method were 
continued, it would be necessary to employ an assistant chief 
stock clerk at a salary of about $1,600. The time at which the 
buyer was notified to repurchase depended upon the judgment 
of the chief stock clerk. Even with long experience, it was diffi- 
cult for one man to judge accurately the time at which reorders 
should be placed for so many items. It had been the experience 
of the company that the chief stock clerk tended to permit the 
stock on hand of some items to become too low before informing 
the buyer. 

When the company received an order for merchandise which 
it did not have in stock, or an order which was larger than the 
quantity in stock, it adopted one of three courses. One course 
was to purchase the merchandise from one of its competitors. 
The wholesale druggists in the city in which the Drascau Whole- 
sale Drug Company was located had an agreement whereby they 
sold merchandise to each other at the prices at which they cus- 
tomarily sold to retailers. Hence, the Drascau Wholesale Drug 
Company made no profit on merchandise which it purchased 
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from its competitors. The second course was to deliver a portion 
of the merchandise which the customer had ordered and to 
promise that the remainder would be delivered as soon as it was 
received in stock. The third course was for the company to 
order the merchandise from its customary supplier and to notify 
the customer that the merchandise would be delivered as soon as 
it was received by the company. It had been the experience of 
the Drascau Wholesale Drug Company that, when it adopted 
either of the last two courses, the customer usually purchased from 
another source the merchandise which the company was unable 
to deliver promptly. The executives estimated that the company’s 
total purchases from competitors or on back orders amounted to 
5% of sales. 

Under the method of stock control used by the company, the 
buyer had no guide to the sizes of orders to place. It had been 
the experience of the vice-president, who formerly had been 
buyer for the company, that much of the buyer’s time was spent 
determining the quantities to order. In the opinion of the vice- 
president, the company needed a method of stock control which 
would lessen the time spent by the buyer upon individual pur- 
chases. 

The company decided to make a study of each item of mer- 
chandise in order to determine the minimum and maximum 
quantities which it was most economical to carry in stock. The 
minimum quantity of any item which it was economical for the 
company to have in stock on a specific date was taken to be 
that quantity which would supply customers’ demands until 
additional merchandise ordered on that date arrived. It was 
necessary, therefore, in deciding upon a minimum limit for an 
item, to take into consideration the rapidity of sale of the item 
and the time required for delivery. Rate of stock-turn and 
quantity discounts were factors considered in the determination 
of the maximum quantities of merchandise to carry. The com- 
pany attempted, as a standard maximum, to limit the quantity on 
hand of any item of merchandise to one month’s supply. 

The first study which was made included only those items of 
merchandise which moved quickly, but the company intended 
to set maximum and minimum limits for each item eventually. 
The maximum and minimum quantities which were determined 
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for the items studied were entered on small cards and those cards 
were posted near the bins in which the merchandise to which 
they applied was stored. Each stock clerk who took merchandise 
from the bins to fill orders was instructed to notify the chief 
stock clerk whenever the quantity of merchandise remaining 
was equal to or below the minimum quantity recorded on the 
card for that item. At the same time, the stock clerk also was to 
notify the chief stock clerk of the maximum quantity recorded on 
the card. The chief stock clerk in turn was to report this in- 
formation to the buyer. The buyer, when informed that the 
stock of any item of merchandise was equal to or below the 
minimum quantity, was to order a sufficient quantity of the 
merchandise to make the total of the merchandise on hand and 
ordered equal to the maximum quantity. 

In June, 1925, the new method of control had not been in force 
long enough for the executives to determine its advantages accu- 
rately, but they estimated that under the new method the quan- 
tity of merchandise which would have to be back-ordered would 
be reduced to no more than 1% of sales. After this system had 
been in operation for two weeks, the chief stock clerk had 
reported that it was of material value to him and that he wished 
to extend the system to include all items of merchandise in stock. 
The executives of the company believed that after the system 
had been in operation longer it would become even more effective 
than it was at first. The buyer intended to continue to study the 
accuracy of the maximum and minimum figures; if he found, 
when making a purchase, that the last purchase had been made 
more than a month previously, he would consider whether or 
not the maximum quantity had been placed at too high a figure. 
The executives believed that the new system could not be used 
so effectively for those items for which there was a seasonal 
demand as for other items. The executives intended, however, to 
undertake to establish, for items with seasonal fluctuations in 
sales, maximum and minimum stock limits for each of the periods 
of varying demand. 


CoMMENTARY: The company’s problem was threefold—(1) the 
determination of the minimum stock or order point for each item of 
merchandise; (2) the determination of the standard quantity to pur- 
chase on each order for a particular item; (3) the institution of oper- 
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ating methods which would assure proper utilization of those standards. 

In this case a reduction in the quantity of merchandise which it was 
necessary to back-order or to purchase from competitors was stressed 
as the object of using such standards. Inasmuch as that quantity 
amounted only to 5% of the company’s sales, the gain to be expected 
from the use of the standards for that purpose was not large. In addi- 
tion to preventing shortages of merchandise, however, it is probable that 
the use of such standards also would reduce the inventory of items 
which previously had been purchased in too large quantities. 

In regard to the first problem, that of establishing a minimum stock 
or order point for each item, the company seems to have used the right 
approach, by estimating the quantity which ordinarily would be re- 
quired for filling orders received from customers during the period that 
would elapse between the placing of a purchase order with a vendor 
and the date when the merchandise ordered would be received. The 
problem of determining the standard size of order to be placed for 
each item, with allowances for quantity discounts and seasonal varia- 
tions in demand, also, it seems, was approached from the proper stand- 
point. 

On the third problem—that of instituting operating methods which 
would assure effective utilization of these standards—the evidence as 
to the propriety of the methods adopted is not conclusive. Provision 
was made for having the standard quantities to purchase recorded on 
slips posted in the warehouse where the merchandise was kept. This 
made it necessary for the chief stock clerk to notify the buyer of the 
standard quantity to buy whenever a notice was sent to the buyer that 
the stock of any item had been reduced to the order point. So far as 
can be judged from the information in the case, less labor would have 
been required and there would have been less danger of error if the 
standard quantities to buy (calculated with reference to the so-called 
maximum stocks) had been recorded on the cards on which the pur- 
chase records were kept. 

The success of this method of controlling stocks and purchases was 
certain to depend upon the care with which the stock clerks reported 
when stocks reached the order points. The plan had worked well for 
two weeks, but the novelty had not worn off within that period; a two 
years’ test would have been more instructive. The operating plan 
potentially was weak because of its dependence on the performance of 
the stock clerks in noting the quantities that remained on hand after 
merchandise was removed from stock to fill orders. If the stock clerks 
became careless, in the rush of filling orders, shortages of merchandise 
were even more likely to occur than under the old plan whereby the 
chief stock clerk regularly inspected stocks on hand. An alternative 
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plan would have been to centralize the control by keeping a balance- 
of-stock record for each item, on which inventories, purchases, receipts, 
and shipments were continually recorded. The cost of keeping such a 
balance-of-stock record very likely would have been no greater than the 
expense of having the stock clerks take time to check the quantity that 
remained on hand after each order was filled. 

A system of stock control, to be fully effective, must provide for 
accurate records of the movement of the stock, for the establishment 
of standards derived from the data on the records, and for dependable 
utilization of the records and standards. The Sebring Wholesale Drug 
Company’s methods of stock control were weak in not providing for 
the derivation of standards from the records.2,» The Drascau Wholesale 
Drug Company’s plan provided for the establishment of standards, but 
it did not guard adequately against the possibilities of a breakdown in 
the operation of the system. 


May, 1926 Mie 
? See page 244. 


BuRNTHOL CoMPANY? 
WHOLESALER—DRUGGISTS’ SUPPLIES 


Sates PLANNING—Reduction in Delivery Expense by Increase in Size of 
Orders Received. The company, a wholesale drug firm, analyzed its 
cost of delivering merchandise to those of its retail customers who 
were located in the suburbs of the city in which the company was 
situated. The analysis showed that for those customers the ratio of 
delivery expense to gross sales varied inversely with the size of the 
orders delivered. The company undertook to reduce its delivery ex- 
pense, in some instances by asking the customers to increase their pur- 
chases, and in other instances by soliciting orders from customers less 
frequently. 

(1923) 

The traffic manager of the Burnthol Company, a wholesale 
drug firm, had complete supervision of all incoming and out- 
going freight. He also supervised the delivery of merchandise 
to city, suburban, and country customers. Suburban customers 
were those located in the outlying and thinly populated sections 
of the city in which the company was situated, and country 
customers were those located outside of that city. In January, 
1923, the traffic manager completed an analysis of the costs 
incurred in each of the preceding five months in the delivery of 
merchandise to suburban customers. This analysis showed wide 
variations in the cost of delivery to different customers. In one 
instance, the expense of delivery in one month equaled 28% of 
the gross sales made to a suburban retail druggist during that 
month. In other instances, the expense of delivery was less 
than % of 1% of gross sales. The executives of the company 
recognized the need of formulating a definite policy to coordinate 
the sales efforts expended on suburban customers with the ex- 
penses of delivering merchandise to them. 

The Burnthol Company was located in a city with a popula- 
tion of about 800,000. The company made approximately % of 
its annual net sales of about $5,000,000 to its 450 city and sub- 
urban customers; sales to suburban customers alone represented 
2% of total sales. 
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The company made deliveries to country customers by freight 
or by automobile express; the charges were paid by the custom- 
ers. In contrast to its f.o.b. warehouse policy for country custom- 
ers, the company paid the cost of deliveries to city and suburban 
customers. The company delivered merchandise to city custom- 
ers by means of a fleet of seven trucks ranging in size from a 
passenger-car chassis with a truck body to trucks with a capacity 
of two tons each. The expense incurred for delivering mer- 
chandise to city customers, which consisted chiefly of truckage 
charges, equaled approximately 2% of the net sales to such 
customers. The company used the services of local express com- 
panies to make deliveries to suburban customers. The express 
companies usually had a minimum charge of 35 cents a package, 
with a graduated scale upward, according to the size of the 
package. Because its suburban customers were so scattered and 
purchased so irregularly that the operation of regular delivery 
routes was practically impossible, the Burnthol Company had 
not increased the number of its automobile trucks sufficiently 
to make deliveries to those customers. 

The company’s salesmen solicited each country customer 
either once a week or once in two weeks. The salesmen mailed 
the orders which they obtained to the Burnthol Company at 
the close of each day. Country customers frequently wrote to 
the company, between the calls made by salesmen, to order items 
of merchandise for which immediate delivery was needed. The 
company customarily shipped all merchandise ordered by coun- 
try customers on the day the orders were received. 

City and suburban customers were visited by the company’s 
salesmen at least once a week. In addition, practically all of 
them were called by telephone; some were called each morning 
and others once or twice a week. All shipments to city and sub- 
urban customers were made on the morning following the receipt 
of the orders. 

The city and suburban retail druggists, who knew that they 
would receive frequent telephone calls from the Burnthol Com- 
pany, placed frequent small orders rather than less frequent 
large orders. These telephone sales necessitated many small 
deliveries by the company. The frequency of deliveries to city 
customers did not increase materially the delivery cost, since 
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established routes were covered regularly each day. The expense 
of deliveries to suburban customers, however, was affected by 
the size of order and the frequency of delivery. As many of 
the suburban orders were for quantities of merchandise which 
made up packages that were smaller than the maximum which 
could be sent for 35 cents, the ratio of delivery expense to sales 
could be reduced if the size of the orders were increased, either 
by an increase in the volume of sales obtained from the custom- 
ers or by a decrease in the frequency with which the orders 
were placed. 

In conducting the study of the costs of delivery to suburban 
customers over a five months’ period, the traffic manager re- 
corded the number of deliveries made to each customer during 
each month, the cost of the deliveries as determined by the 
express company’s charges, the average sale per delivery, the 
total sales during the month, including those made by telephone 
and those made by salesmen’s visits, and the ratio of delivery 
cost to gross sales. He did not attempt to determine the gross 
margin obtained on the sales to each suburban customer, nor to 
ascertain the trend of sales to each customer. The information 
obtained from this study is shown in Exhibit 1. 

These figures showed that the cost of delivering merchandise 
to suburban customers was a relatively high percentage of the 
gross sales to those customers. The expense of delivering mer- 
chandise to city customers had averaged only approximately 2% 
of net sales to those customers, whereas the cost of delivering 
merchandise to suburban customers had averaged 2.35% of gross 
sales to them. The amount of net sales to suburban customers 
was not computed, since returns were not tabulated for that class 
of customers. The total expense incurred by the company for 
outward freight, express, parcel-post, and outward truckage had 
equaled only approximately .75% of total net sales.2 On the 
operation of the business as a whole the company had incurred 
a loss of more than 1% of net sales. The average gross margin 
obtained upon all sales was 20%. It was evident, therefore, that 





* Subsequent studies made by the Harvard Bureau of Business Research showed 
that the average expenditure by wholesale druggists for outward freight, express, 
parcel-post, and outward truckage equaled 0.55% of net sales. See Bureau of Busi- 
ness Research, Harvard University, Bulletin No. 50, Operating Expenses in the 
Wholesale Drug Business in 1924, Table 31, opposite page 64. 
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EXHIBIT 1 


ANALYSIS oF Cost oF DELIVERIES TO EacH SUBURBAN CUSTOMER OF 
THE BURNTHOL COMPANY DURING THE FivE MontTHS 
SEPTEMBER, 1922, TO JANUARY, 1923 




















Average Percentage 
Customer Number of Total Gross Total of Delivery 
Number Month Deliveries | _Cost of Sales per Gross Cost to 
Deliveries | Delivery Sales Gross Sales 
I September, 1922 5 $1.90 $ 12.87 $ 64.35 2.95% 

called October I 35 36.25 36.25 -97 
daily by November 4 1.40 5.92 23.69 5.91 
telephone | December I .50 47.12 47.12 1.06 
January, 1923 I .50 1307) oat) 3.80 
2 September, 1922 13 5.50 £5057 202.39 nga 
called October Io 3.65 14.75 147.52 2.47 
daily November 8 3.60 24.45 195.63 1.84 
December 7 3.60 18.61 130.29 270) 
January, 1923 5 I.90 32.13 160.63 1.18 
3 September, 1922 7 2.60 17.03 IIQ.20 2.18 
called October Io 3.90 I9.24 192.43 2.03 
daily November 6 Beas 26.82 160.90 D.7a 
December a 1.05 23.84 71.54 1.47 
January, 1923 6 2.55 23.06 138.36 1.84 
4 September, 1922 6 2210 5.44 32.64 6.43 
called October Il 3.85 8.30 91.30 4.22 
irregular- | November 7 2.45 6,48 45.39 5.40 
ly December 5 1.75 8.14 40.71 4.30 
January, 1923 3 T.05 18.80 56.40 1.86 
5 September, 1922 I2 5.00 15.67 188.00 2.66 
called October 9 3.45 25.67 231.04 1.49 
daily November Io BHOs 28.18 281.80 1.30 
December 8 4.45 26.75 2TAROg! 2.08 
January, 1923 9 3.15 22.97 200.73 1.52 
6 September, 1922 23 8.20 6.25 143.76 5.70 
called October I9 7.45 II.36 215.84 3.45 
daily November ot 735 Weal I54.12 4.77 
December 19 6.65 8.66 164.52 4.04 
January, 1923 8 4.45 26.78 214.23 2.08 
7 September, 1922 6 2.25 ams 46.37 4.85 
called October 4 I.40 21.92 87.67 1.60 
Tuesday November 5 e775 L371 68.56 2.55 
and December 2 -70 31.63 63.26 I.II 
Thursday | January, 1923 4 I.40 4.76 19.04 75 
8 September, 1922 2 I.00 97.43 194.85 Sata 
called October £ 50 105.50 105.50 47 
daily November 2 85 71.36 142.72 60 
December 8 1.85 46.33 138.99 Tasc 
January, 1923 I 35 137.93 137.93 25 
9 September, 1922 2 70 Tass 2a 2.58 
called October 5 1.75 5.94 29.69 5.89 
daily November 4 I.40 8.19 32.75 Ane. 
December 2 70 9.76 19.52 3.59 
January, 1923 2 70 8.96 17.91 3.91 
Io September, 1922 I -35 £6.37 16.37 2.14 
called October I nas) 6.60 6.60 5.30 
irregular- | November Woes tie | attend we les cetepeteee eats 
ly December -35 14.60 14.60 2.40 


January, 1923 een hae ON oo Canteen AD Meats 
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ExuiBit 1 (Continued) 


ANALYSIS OF Cost OF DELIVERIES TO EACH SUBURBAN CUSTOMER OF 
THE BURNTHOL COMPANY DURING THE Five MontTHS 
SEPTEMBER, 1922, TO JANUARY, 1923 

















Average Percentage 
Customer Number of Total Gross of Delivery 
Number Month Deliveries | _ Cost of Sales per Cost to 
Deliveries Delivery Gross Sales 
II September, 1922 eee Chin eens lll Susie cctecdemmel|: a) Mectereyaxees ase 
called October oieners cicat |) Phatearesta rl) oS tameaoate Sore 
irregular- | November sats soars. @ Saacateta a) bt adteceneene te 
ly December ae Bie core | de racine oe UR \ apie eae 
January, 1923 1.54% 
12 September, 1922 2. 4.13 
called October Ete 3.73 
daily November 4. 4.01 
December 2. 3.87 
January, 1923 3. 3.70 
13 September, 1922 4. 2.14 
called October 4. 1.63 
daily November By 2.42 
December Be 2.03 
January, 1923 Se 1.43 
14 September, 1922 5. 2.01 
called October a. 1.81 
daily November 4. 1.48 
December iS) 2.95 
January, 1923 6. 1.50 
15 September, 1922 5 2.19 
called October 3 2.47 
daily November 2 1.98 
December I 1.88 
January, 1923 2 2.25 
16 September, 1922 95 
called October 1.98 
irregular- | November .25 
ly December 1.14 
January, 1923 1.09 
17 September, 1922 I.o1 
called October 2.50 
irregular<i] ‘November, ..] Saec a 4 “Seer b) Sei ce) eee 
ly December 


PANVALY TODS VAN Maite he eee le heed, trate | te ee 
18 September, 1922 
called October 
daily November 
December 
January, 1923 


19 September, 1922 
called October 
daily November 
December 
January, 1923 


[yk PWWEAR ROPRWHW 
WRHWAHW WHWHH 

oo 

0 


20 September, 1922 2.54 
called Octoberi wes i | WR Cea) ||P: |! aetna | Ree eae athe 
irregular- | November 3 4.34 
ly December r 1.33 
January, 1923 1.41 
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EXHIBIT I (Continued) 


ANALYSIS OF Cost OF DELIVERIES TO EACH SUBURBAN CUSTOMER OF 
THE BURNTHOL COMPANY DURING THE FivE MontuHs 
SEPTEMBER, 1922, TO JANUARY, 1923 








1 Average Percentage 
Customer M Number of Tota Gross Total of Delivery 
Number onth Deliveries | _Cost of Sales per Gross Cost to 
Deliveries Delivery Sales Gross Sales 
21 September, 1922 6 $1.65 $16.01 S101. 47 1.63% 
called October 9 2.40 8.77 79.00 3.04 
daily November It 3.05 8.94 98.39 3.10 
December 17 4.35 6.61 II2.39 3.87 
January, 1923 9 2.25 I0.72 96.52 2033 
22 September, 1922 26 8.00 17.57 456.92 1.75 
called October 25 7 rs 18.88 472.06 Tesh 
daily November 26 8.45 17.30 449.70 1.88 
December 24 9.60 22.54 541.04 Ta77, 
January, 1923 24 8.25 24.48 587.65 I.40 
23 September, 1922 13 3.70 20.35 264.62 I.40 
called October I3 Bess T7455 228.21 1.56 
3 times November 13 S55 19.32 251.15 I.4I 
a week December 2) 3.30 20n23) 242.82 1.36 
January, 1923 15 4.50 24.29 304.42 I.23 
24 September, 1922 13 5.60 37.16 483.07 I.16 
called October 15 4.80 27527, 409.04 1.17 
daily November I2 3.60 32.10 385.20 -93 
December 15 6.30 20.35 439.58 1.43 
January, 1923 I4 5.00 42.16 590.25 -85 
25 September, 1922 3 -90 17.84 53.53 1.68 
called October 3 -75 20.15 60.46 I.24 
irregular- | November 4 I.30 5.07 20.26 6.42 
ly December iS -75 5.41 16,22 4.62 
January, 1923 8 2.40 1.66 I3.31 18.03 
26 September, 1922 4 I.00 19.27 77.07 I.30 
called October 4 I.00 14.36 57-45 tr. 74 
irregular- | November 4 I.00 25.02 100.07 I.00 
ly December 3 -75 20.24 60.72 Ti 24 
January, 1923 8 2.00 12.63 IOL.07 1.98 
27 September, 1922 2 .50 4.90 9.80 5.10 
called October 4 I.00 6.25 25.00 4.00 
daily November 4 I.00 6.75 27.00 3.70 
December mates Siem Uy) ages fete 6.00 Mee 
January, 1923 3 .75 7233 22.00 3.41 
28 September, 1922 22 6.70 10.65 234.27 2.86 
called October 25 6.40 8.01 200.31 3.20 
daily November 22 6.25 9.10 200.09 3.12 
December 20 5.90 ODES 183.07 3.22 
January, 1923 23 6.65 1272 292.56 aay 
29 September, 1922 I TGS 7 Badenne: 21 Meee Oe 
called October 24 8.40 28.77 690.67 5.23 
daily November 26 7.70 I2.52 325.48 2.37 
December 23 6.35 15.43 354. 83 1.79 
January, 1923 24 7.05 E55 7 373-63 2.05 
30 September, 1922 Baie susPee. [Ie cepemeneneus. | WI} Me peeeretrene 
called October uate ESR | oe ate eevee ag ei]: Wale epee wena 
irregular- | November 2 2.25 39.00 78.00 2.88 
ly December eres AL ly cache ey ily aeons 


January, 1923 4 I.00 18.75 75.00 1.33 
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ExuIBit 1 (Continued) 


ANALYSIS OF Cost OF DELIVERIES TO EAcH SUBURBAN CUSTOMER OF 
THE BURNTHOL COMPANY DURING THE FIVE MoNTHS 
SEPTEMBER, 1922, TO JANUARY, 1923 








Average Percentage 
Customer Number of | Total Gross of Delivery 
Number Deliveries | Cost of Sales per Cost to 
Deliveries Delivery Gross Sales 
31 September, 1922 oO 2 2.51% 
called October 8 2 2.37 
daily November 9 2 3.18 
December 8 2 3.70 
January, 1923 6 I 1.53 
32 September, 1922 7 I 2.59 
called October 9 2 4.60 
daily November 6 I 2227 
December 9 2 2.50 
January, 1923 7 I 2.53 
33 September, 1922 2 a53 
called October 2 273 
daily November 3 4.38 
December 2 4.17 
January, 1923 2 2.41 
34 September, 1922 a 2.06 
called October ae 3.09 
daily November 2. 1.69 
December ie 2.42 
January, 1923 ye 1.55 
35 September, 1922 6. 32:73 
called October ie 2.77 
daily November Bt 3.41 
December BE 3.92 
January, 1923 is 2.91 
36 September, 1922 2 2.01 
called October 2 3.72 
daily November I 1.55 
December es 2.03 
January, 1923 ai 2.07 
37 September, 1922 6 3.14 
called October 6 4.59 
daily November 6 3.32 
December 5 3.41 
January, 1923 i” 2.68 
38 September, 1922 I 2.80 
called October 3 6.92 
daily November 2 5.17 
December I 3.94 
January, 1923 3 4.30 
39 September, 1922 eee 
called October ee 
daily November 4.12 
December 1.61 
January, 1923 3.03 
ae September, 1922 
called October 
daily November sad hu tel ea 
December ; \ 3 I.or 


January, 1923 ‘ : ‘ 4.54 
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EXHIBIT 1 (Continued) 


ANALYSIS OF Cost oF DELIVERIES TO EACH SUBURBAN CUSTOMER OF 
THE BURNTHOL COMPANY DURING THE FivE Montus 
SEPTEMBER, 1922, TO JANUARY, 1923 











Average Percentage 
Customer Number of Total Gross Total of Delivery 
Number Deliveries | Cost of Sales per Gross Cost to 
Deliveries | Delivery Sales Gross Sales 
4I September, 1922 earihts roy Tile acreten eb dha ameter te 
called October apes eM fy re Ngee, a mit en Oana 
daily November erates Pea OM te me BW GOIN Sate 
December 8 $ 2.00 $ 8.18 $ 65.41 3.06% 
January, 1923 2 85 67.11 134.22 3 
42 September, 1922 22 9.75 16.90 371.89 2.62 
called October 22 8.90 15.33 S27236 2.64 
daily November 20 8.05 14.47 289.45 2.78 
December 22 7 505 12.65 278: 26 2.86 
January, 1923 23 I7.00 29.63 681.65 2.49 
43 September, 1922 18 7.95 15.92 286.56 2097 
called October 7 3.20 II.74 82.20 3.890 
daily November 8 2.80 deren 9.71 28.84 
December Ir 4.50 16.16 177.74 2.53 
January, 1923 I3 4.55 13.28 172.65 2.604 
44 September, 1922 6 2.10 30.38 182.30 I.I5 
called October 4 I.40 28.06 Leones 25 
irregular- | November 3 I.05 35.64 106.93 98 
ly December 4 1.70 37.70 I51.02 T<13 
January, 1923 6 2.10 24.92 149.50 I.40 
45 September, 1922 Gaye rete AG) SSRs eae 4.00 coe 
called October 2 85 78 9.56 8.89 
irregular- | November 3 I.20 18.86 56.58 2.22 
ly December I 60 15.89 15.89 3.78 
January, 1923 3 I.20 10.86 32.57 3.68 
46 September, 1922 8 Ba rO) 15.90 127,25 2.44 
called October II 4.00 9.09 99.99 4.00 
daily November 3 I.20 19.68 59.03 2.03 
December 9 Bs 8.17 73.50 4.29 
January, 1923 8 2.80 TA E770) 2.38 
47 September, 1922 4 1.70 27.35 69.41 2.45 
called October 4 Ba55 TAs 56.68 One 
daily November 8 4.00 13.33 106.64 275 
December 3 I.05 II.10 33.29 2.45 
January, 1923 5 07 5 Saul 18.83 9.29 
8 September, 1922 Io 3.80 16.45 164.53 2.31 
ailed October 10 4.10 16.26 162.56 2n52 
daily November Io 3.80 12.87 128.74 2.95 
December Il 4.00 8.51 93.62 4.27 
January, 1923 13 5.00 16.13 209.75 2.38 
9 September, 1922 19 6.80 9.83 186.68 3.64 
called October 19 7.50 8.97 170.48 4.40 
daily November I9 7.65 14.44 274.40 2.79 
December 18 6.60 8.21 147.79 4.47 
January, 1923 22 8.15 9.03 198.69 4.10 
50 September, 1922 Io 3.65 15.00 149.98 2.43 
called October 8 2.80 6.24 49.92 5.61 
daily November 4 2.85 24.24 96.97 1.60 
December 4 1.55 5.96 23.84 6.50 
January, 1923 5 1.75 10.98 54.89 3.19 
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Exursit 1 (Continued) 


ANALYsiIs oF Cost oF DELIVERIES TO EACH SUBURBAN CUSTOMER OF 
THE BURNTHOL COMPANY DURING THE FivE MonTHS 
SEPTEMBER, 1922, TO JANUARY, 1923 

















Average Percentage 
Customer Number of Total Gross Total of Delivery 
Number Month Deliveries Cost of Sales per Gross Cost to 
Deliveries Delivery Sales Gross Sales 
5I September, 1922 17 $7.00 $ 17.79 $302.39 2.31% 
called October 12 4.65 16.32 195.88 2.37 
daily November 13 4.85 Et. 25 145.76 3255 
December 12 4.65 5.39 64.69 7.19 
January, 1923 Il 3.85 17.43 TOE .75 2.01 
52 September, 1922 8 S025 18.63 149.07 2.18 
called October 6 iz S5 18.05 108.31 2.35 
daily November 4 1.70 9.05 36.18 4.70 
December 2 70 19.85 39.69 1.76 
January, 1923 10 3.95 6.12 61.16 6.46 
53 September, 1922 a7 2.45 5.70 39.92 6.14 
called October 5 I.90 18.14 90.70 2.09 
daily November 4 I.40 3.93 ES. 7% 8.91 
December 2 .70 8.30 16.60 AL 22 
January, 1923 8 2.80 7.38 59.06 4.74 
54 September, 1922 6 2055; II.70 70.23 3.63 
called October 8 2.95 12.08 96.65 3.05 
daily November 6 2.55 10.81 64.85 3.93 
December 4 1.55 18.17 72.69 2013 
January, 1923 7 2.90 8.86 62.04 4.67 
55 September, 192- 4 I.40 Arye 18.89 7.41 
_ called October 5 Do7s 7.92 39.60 4.42 
irregular- | November 5 Ev 7.09 35.46 4.94 
ly December I a5 9.68 9.68 3.62 
January, 1923 I 725 15.70 rs..70 2.25 
56 September, 192. I I I 149.91 <2 
_ called October = a ! Rahige ae 
irregular- | November I ts 5.72 S72 6.12 
ly December 3 1.05 2.97 8.92 PEAT 7 
January, 1923 basen Rains SAE PL feemerks oes 
57 September, 192. I 35 26.00 26.00 1.35 
called October 2 1.00 16.00 32.00 3.13 
daily November 3 E.20 5.00 I5.00 8.00 
December I “35 14.00 I4.00 2.50 
January, 1923 I aS) 0h 2 Sickie mE A Meese Sek 
58 September, 192 10 4.25 12.78 127.79 3533 
called October II 4.60 Tyee 189.40 2.43 
daily November It 4.00 13.54 148.94 2.69 
December 9 3.30 10.66 95.92 3.44 
January ,1923 18 6.60 7.23 130.07 5.07 
59 September , 1922 6 2.40 9.00 .00 ; 
_ called October 2 Be 17.50 ees eis 
irregular- | November 3 1.05 10.67 32.00 3.28 
ly December 3 1.05 S33 16.00 6.56 
January, 1923 wares Rieck WMA Bterctetere 14.00 iets is 
60 September, 1922 3 20 10.66 r.9 ; 
_ called October 3 I.05 6.05 ie ae 
itrevular= | November) 9 9} eiawks'}. Aaa OO Sn ee 25.582 Be 
ly December 3 1.05 15.20 45.61 2.30 
January, 1923 4 0.55 17.54 70.16 2.21 
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EXHIBIT 1 (Continued) 


ANALYSIS OF Cost oF DetivertEs To EAcH SUBURBAN CUSTOMER OF 
THE BURNTHOL COMPANY DURING THE FIvE MoNntTHS 
SEPTEMBER, 1922, TO JANUARY, 1923 


Total Average Percentage 
Customer Month Number of ota Gross of Delivery 
Number ont Deliveries Cost of Sales per Cost to 


Deliveries Delivery Gross Sales 


oo ————_ ee __ _ e 


61 September, 1922 
called October 
daily November 
December 


WNHWAH 

HR OAR: 
no 
ww 


al 


January, 1923 


62 September, 1922 
called October 
daily November 
December 
January, 1923 


STAM 
HNN 
a 
00 








unless the gross margin received on sales to suburban customers 
exceeded 20%, the company was incurring a loss in the sale of 
merchandise to those customers, since the delivery expense for 
them was in excess of the average for all customers. 

Analysis of the study showed, for example, that the cost of 
delivering merchandise to Customer 4 had equaled 5.40% of 
gross sales in one month and 6.43% in another. The cost of 
delivery to Customer 6 had averaged about 4%. ‘The cost of 
delivery to Customer 25 had equaled 6.42% of gross sales in 
November, 1922, 4.62% in December, and 18.03% in January, 
1923. In November, 1922, it had cost the company 28.84% 
of the gross sales made to Customer 43 to deliver the merchandise. 
In that month the company had made 8 deliveries to this cus- 
tomer and the value of the merchandise delivered had averaged 
$1.21 per delivery. 

The traffic manager, the sales manager, and the vice-president 
of the Burnthol Company discussed the problem of coordinating 
the company’s sales and delivery policies. It was evident that 
the small size of the average order placed by many suburban 
customers made it unprofitable to deliver the merchandise. The 
company could obtain a larger average order per customer either 
by obtaining a larger volume of sales or by decreasing the fre- 
quency with which the customers placed orders. It was recog- 
nized, however, that delivery costs alone could not be the decid- 
ing factor in the policy adopted by the company. As competitors 
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were making deliveries and sales efforts in the same manner as 
was the Burnthol Company, any radical change in the company’s 
delivery policy might result in a loss of sales. The complete 
discontinuance of sales to suburban customers was not consid- 
ered. Under the circumstances the executives decided, some- 
what arbitrarily, to make no change in sales policy with respect 
to those customers, the cost of delivering merchandise to whom 
did not exceed approximately 214% or 3% of gross sales. 

It was decided that the company should adopt one of two 
courses with respect to those suburban customers the expense 
of delivery to whom exceeded 3% of gross sales. The course 
to be adopted was to be decided upon in conferences between 
the sales manager and the salesmen soliciting orders from sub- 
urban customers. In these conferences, the following points 
would be discussed: rate of growth in the sales volume of the 
customer; potential total amount of sales which the Burnthol 
Company could expect to make to the customer; and the general 
desirability of the account. The latter point included such factors 
as the type of merchandise which the customer purchased and 
the credit risk involved. 

One course which might be pursued was to inform each cus- 
tomer on whose purchases the delivery cost was high of the 
expense which the company was incurring in making deliveries 
to him and to request him to increase his purchases. Purchases 
of retail druggists situated in newly developed localities with 
small populations could be expected to increase as the population 
increased and, consequently, the company’s cost of delivering 
merchandise to them would decrease. For example, the officials 
of the company recalled that at one time the cost of delivering 
merchandise to Customer 28 had equaled 5% of gross sales, 
while in January, 1923, the cost was but 2.27% of gross sales. 

If it were decided that the delivery costs to a customer could 
not be reduced by asking the customer to increase his purchases, 
the salesman would call the customer by telephone less frequently. 
If, in the opinion of the salesman, no improvement could be 
obtained from less frequent calls, all telephone calls to the cus- 
tomer might be discontinued. 

The results of the company’s plan of reducing delivery costs 
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to suburban customers were satisfactory to the traffic manager 
and to the sales manager. In several cases it was found that, 
when retail druggists were shown the delivery expense figures, 
they were willing to increase the total volume of their purchases 
from the Burnthol Company. Others were willing to accept 
fewer deliveries while purchasing the same volume of merchandise 
from the company. It was not found that a reduction in the 
number of telephone calls to customers reduced materially 
the monthly sales made to those customers. The company in- 
tended to repeat the analysis of delivery costs from time to time 
and to change its policy toward individual customers in accord- 
ance with the results disclosed by the study. 


CoMMENTARY: The company’s method of attack on its problem of 
reducing delivery expense was unusually sound. The analysis of the 
size of orders and delivery expense by individual customers enabled 
the company to locate the unprofitable customers, each of whom could 
then be dealt with according to the individual circumstances. The data 
show that for about one-third of the customers the delivery expenses 
were abnormally high, apparently because their average orders were 
small. 

The facts provided by this analysis, supplemented by the salesmen’s 
knowledge of the status of the customers, made it possible for the com- 
pany to adopt measures for reducing its delivery expenses, in instances 
in which those expenses were excessive, without disturbing its relations 
with other customers. Customer 35, for example, was buying even 
more merchandise from the company, in the aggregate, than was Cus- 
tomer 16, but the average sales per delivery were substantially greater 
for the latter, with the result that the delivery expense was about 1% 
of the sales to Customer 16 and more than 3% of the sales to Customer 
35. It was desirable to induce Customer 35 to modify his practice 
but not to disturb Customer 16. 

The analysis of customers’ purchases in this case also shows the dan- 
gers of too frequent solicitation of orders from customers. 

The decision of the company to refrain from making a similar ~ 
analysis of the purchases by city customers may well be questioned. 
It is stated (page 257) that: “The frequency of deliveries to city cus- 
tomers did not increase materially the delivery cost, since established 
routes were covered regularly.” It is altogether probable that a de- 
tailed analysis would have shown conditions among the city customers 
similar to those which existed among the suburban customers. In that 
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event, the utilization of means of increasing the average size of orders 
probably would have made possible an economical rearrangement of 
delivery routes, and perhaps a reduction in the number of trucks em- 
ployed. It also must not be forgotten that a prevalence of unneces- 
sarily small orders increases other expenses besides delivery expenses. 


May, 1926 MTEC 


HARBORD-HUTCHINSON & Company! 
WHOLESALER—DRUGS 


SALES PLANNING—Increase in Size of Orders by Quantity Discounts. To 
meet competition from cooperative buying associations of retailers and 
to reduce its operating expenses by increasing the size of the orders re- 
ceived, the company, a wholesale drug firm, proposed to offer quantity 
discounts upon:all cash purchases in original packages or in lots of 
more than three units. 


ADVERTISING—Use of Consumer Advertising by Wholesaler. The company, 
a wholesale drug firm which had no private brands, inserted a series of 
advertisements in newspapers in order to acquaint the public with the 
service rendered to retail druggists by wholesalers who, like itself, car- 
ried full lines and extended credit to customers. This advertising was 
expected to help the company in meeting competition from cooper- 
ative buying associations of retailers and from wholesalers specializing 
in the sale of rapidly moving items and selling for cash only. The 
company also inserted a series of advertisements featuring the services 
of retail druggists to the public. 


(1922) 


In 1921 the operating expenses of Harbord-Hutchinson & 
Company, a wholesale drug firm in St. Louis with annual sales of 
several million dollars, were appreciably in excess of the common 
figure of 16% of net sales reported by the committee on uniform 
accounting of the National Wholesale Druggists’ Association. In 
addition to calling on customers in St. Louis, this firm’s salesmen 
covered a region within a radius of 300 miles of that city. In 
St. Louis and in several other cities in its territory, Harbord- 
Hutchinson & Company had to meet severe price competition 
from wholesale drug firms which specialized on rapidly moving 
proprietary articles and from mutual and cooperative buying 
associations. 

With the growing tendency toward hand-to-mouth buying in 
1921 and 1922, especially on the part of city retailers, Harbord- 
Hutchinson & Company found that its handling expenses were 
increasing because of its large volume of sales in broken pack- 
ages. For the purpose of encouraging purchases in original pack- 





1 Fictitious name. 
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ages, as well as to meet competition, the company had under 
consideration in 1922 a plan of granting a discount of 8% on all 
cash purchases in original packages. The plan also included a 
quantity discount of 5% on all cash purchases of more than one- 
fourth dozen when that quantity was less than the original pack- 
age. Although the company had not made an elaborate study 
of the comparative costs of handling broken packages and original 
packages, it generally was conceded that the proposed new quan- 
tity discounts were larger than the probable savings which would 
be effected in operating expenses. 

Harbord-Hutchinson & Company sold cigars, candy, phono- 
graphs, soda fountains and supplies, as well as a full line of drugs 
and sundries. The total number of items carried in stock was 
over 45,000. Retail druggists in the city of St. Louis who were 
regular customers of Harbord-Hutchinson & Company normally 
placed small but frequent orders. Sixty per cent of the orders 
from the city trade were for less than $7 each, and half of these 
were for less than $3. The city trade, therefore, was almost 
entirely a broken-package business, the average order consisting 
of from four to six items. Many articles were called for in lots 
of three or even one. 

Of the company’s 40 salesmen, 15 called on the city trade. 
Each city salesman had from 60 to 75 customers in his district, 
and he normally called on 10 or 12 of them each day. Salesmen’s 
districts outside the city were larger and calls less frequent; in 
the more remote parts of the company’s territory salesmen called 
only twice a month. Harbord-Hutchinson & Company had the 
accounts of over 5,000 retailers on its books, but not all those 
accounts were active. City salesmen were paid a commission 
of 3% on sales, out of which they paid their own traveling 
expenses. Salesmen in districts outside the city also were paid 
a commission of 3% on sales, but their traveling expenses were 
paid by the company. Country salesmen received full commis- 
sions on orders received by mail from their territories. All sales- 
men were given drawing accounts, and settlements were made 
monthly. 

The competition felt most severely by the company was that 
of the so-called mutual drug companies. A typical organization 
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of this kind charged a membership fee to retailers of $25, required 
cash in advance on all purchases, made a 6% charge for oper- 
ation, purchased directly from manufacturers wherever possible, 
and gave to its members the discounts which manufacturers 
offered wholesalers. These mutual organizations were more than 
cooperative buying associations, inasmuch as they endeavored 
to show a profit for their managements. In addition to this com- 
petition Harbord-Hutchinson & Company found genuine cooper- 
ative buying associations making headway among drug retailers 
in its territory. Also, in St. Louis several wholesale drug firms, 
specializing on proprietary medicines and other rapidly moving 
merchandise, sold for cash, transacted a large part of their busi- 
ness by telephone, and quoted from 8% to 10% off manufac- 
turers’ list prices to retailers. There also were several chains of 
retail drug stores in Harbord-Hutchinson & Company’s territory. 
Although these chain store companies endeavored to make the 
bulk of their purchases directly from manufacturers, they some- 
times bought from wholesalers and usually demanded 5% dis- 
count from the customary price to retailers. As an aid in meeting 
competition, Harbord-Hutchinson & Company made free deliv- 
eries in St. Louis by means of rented trucks; terms were f.o.b. 
carrier, however, for all orders to be delivered outside of the city. 

At its offices and warehouse in St. Louis, Harbord-Hutchinson 
& Company employed 225 persons, most of whom were engaged 
in handling orders in the warehouse. The merchandise carried 
in stock by the company was physically departmentized in the 
warehouse in such a way as to facilitate the prompt filling of 
orders; the arrangement of departments was changed frequently, 
whenever demand for various classes of goods slackened or in- 
creased. When orders were received, copies were sent to the 
departments indicated, and the various articles specified on the 
orders were assembled on the shipping floor by means of chutes 
and conveyors. Each shipment was checked twice—once as the 
component parts left their respective departments, and again as 
a whole before it finally was packed. Harbord-Hutchinson & 
Company prided itself on the promptness with which it filled 
orders; normally by four o’clock each day all orders received 
up to one o’clock on that day had been shipped from the ware- 
house. 


272 HARVARD BUSINESS REPORTS 


The buying organization of Harbord-Hutchinson & Company 
consisted of a buyer, and in some cases an assistant, for each of 
the following divisions: drugs and chemicals; proprietaries and 
pharmaceuticals; sundries; candy and cigars; phonographs; 
fountains and fixtures. 

Each buyer kept purchase records on cards by articles and 
sources, showing both wholesale and retail prices. In addition 
to these records, stock records were kept in the warehouse show- 
ing for each stock number the amount purchased and the amount 
on hand at the regular monthly inventory. Four departments— 
namely, those for candy, phonographs, soda fountains and fix- 
tures, and cigars, cigarettes, and tobacco—were completely de- 
partmentized; that is, separate records were kept not only of pur- 
chases, but also of sales, stocks, and expenses. Harbord-Hutchin- 
son & Company had taken this step in order to be sure at all times 
that it was worth while to continue these departments. Because 
of the large number of items carried in stock and the high pro- 
portionate cost of checking many orders, no effort was made to 
keep separate departmental sales records for the remainder of 
the business. 

Harbord-Hutchinson & Company customarily issued a new 
catalog once every three or four years. New price-lists, however, 
were issued weekly or monthly in several lines of merchandise. 

Harbord-Hutchinson & Company’s terms were 1% for cash in 
10 days, net 30 days. On about 70% of its sales, cash discounts 
were taken. The company ordinarily secured cash discounts 
of 1% or 2% from manufacturers; in the case of proprietaries 
the cash discount sometimes was as high as 5%. The rate of 
stock-turn was from 5 to 7 times a year. 

The firm did not engage in any manufacturing operations and 
had no private brands. For stationery, rubber goods, and hair 
nets, it had exclusive agency agreements with manufacturers. 
These arrangements were exclusive only in the city of St. Louis 
and the immediately surrounding territory; there was competition 
with other wholesalers handling these lines in the more remote 
districts. . 

In addition to trade-paper advertising and direct circularizing, 
Harbord-Hutchinson & Company during the years after the 
World War undertook a program of institutional advertising, 
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principally in St. Louis daily newspapers. The advertisements 
in this series were for the purpose of acquainting the public with 
the nature of the service rendered to retail druggists by the whole- 
saler. Although no reference was made to wholesalers who spe- 
cialized on the sale of rapidly moving goods at lower prices for 
cash only, or to mutual and cooperative buying associations, it 
was hoped that indirectly this advertising would help Harbord- 
Hutchinson & Company to meet competition from those institu- 
tions. During 1921 the firm also undertook to advertise the retail 
druggist to the public, both in St. Louis papers and in local 
mediums in other towns. The advertisements in this series 
featured the service that the local druggist was prepared to render 
his customers in general and on special occasions, such as during 
epidemics. Harbord-Hutchinson & Company also made arrange- 
ments to assume the cost of printing for its retail customers when 
they wished to conduct special sales, and its representatives fre- 
quently were sent out to arrange window and counter displays. 
At inventory time retail druggists frequently requested assistance, 
and Harbord-Hutchinson & Company encouraged competent 
employees of its own to help retailers for a small fee. 


ComMMENTARY: If the company were to have granted the proposed 
quantity discounts on cash purchases, with the result that the number 
of small orders was lessened, savings would have been effected in han- 
dling charges, in interest, delivery, and collection expense, and in losses 
from bad debts. But there were two major objections to the plan. 
The first was that customers might have been induced to buy in larger 
quantities than they required, thereby accumulating unnecessarily large 
inventories. The other objection was that the proposed discounts were 
greater than the estimated potential savings to the company. 

If the company had put the plan into effect without changing its list 
prices, the result would have been a loss, since the discounts were 
expected to exceed the savings. If the list prices, from which the 
discounts were to be quoted, had been raised so as to avoid a loss on 
the discounts, the net prices would have remained the same and the 
company would have secured no advantage over those cooperative buy- 
ing associations which operated on a 6% margin. The quantity dis- 
counts on cash purchases, therefore, did not promise a solution of the 
problem of meeting the competition of the cooperative buying asso- 
ciations. 

Before deciding on any policy, the company needed to have a careful 
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analysis made of its sales methods and stock-control plans. Perhaps 
such an analysis would have revealed conditions, for example, similar 
to those which existed in the Burnthol Company’s business.? The con- 
ditions which Harbord-Hutchinson & Company faced were typical of 
those in the wholesale drug trade in numerous localities. They were 
similar also to the conditions in the grocery, wholesale hardware, and 
wholesale dry-goods trades, for instance. One of the chief reasons for 
the precarious positions of numerous wholesale firms in these trades, at 
the time when this problem arose, was that those firms had not analyzed 
the facts regarding their businesses or recognized the import of some of 
the facts that they had compiled. Harbord-Hutchinson & Company 
did not have the facts at hand on which to proceed intelligently. 

The company’s experiment with advertising to consumers was abor- 
tive. The company had no brand to which to relate its advertising. 
If it had been successful in stimulating greater appreciation of the unit 
retail drug stores by consumers, that appreciation would have been 
bestowed as freely upon the stores which were members of cooperative 
buying associations as upon those stores which patronized wholesale 
druggists such as Harbord-Hutchinson & Company. The company’s 
potential gain from such advertising was too slight to warrant the 
incurring of the expense. 


May, 1926 Ma tnG: 





2 See page 256. 


CrossBy Broom Company! 
MANUFACTURER—BROOMS 


Propuct ADAPTATION—A pearance of Product as Governing Manufacture 
by Machinery. The company, which manufactured hand-made straw 
brooms for household and industrial use, could have effected an appre- 
ciable saving in costs of quantity production by using a patented 
machine for one of the manufacturing operations. The president of 
the company was convinced, however, that consumers would object 
to the appearance of the machine-made brooms. Consequently, the 
company decided not to use the patented machine. 


(1922) 

In 1924 the Crosby Broom Company, of Chicago, made and 
sold approximately 25,000 dozen straw brooms to 1,000 retail 
grocery stores and to 300 wholesale grocery and wholesale paper 
companies. A majority of the company’s customers were located 
within 300 miles of its factory. Six salesmen sold the brooms 
to customers in the territory outside of Chicago. The president 
of the company acted as salesman in the city. Approximately 
75% of the company’s brooms were manufactured for household 
use; the remainder were made for industrial users, such as fac- 
tories, railroads, and mills. The prices of the brooms to whole- 
salers ranged from $4 to $10 a dozen, according to the quality 
of the material and the grade of workmanship. The manufacturer 
paid the freight on all shipments. Sixty-five per cent of the 
company’s output was of low-grade brooms, 30% of medium- 
grade, and 5% of high-grade. The prices at which the brooms 
were sold to retailers by wholesalers and also by the company’s 
salesmen were from 20% to 25% higher than the prices quoted 
to wholesalers. 

Broom corn was purchased in rural districts by several em- 
ployees of the company. It was shipped in bales to the factory, 
where the straw was cleaned and bleached, the seeds removed, and 
the straw graded. This work was done by women, most of whom 
were negresses. The broom straw then was bound with wire by 
hand to the wooden broom handle. First, a man bound a few 
strands of straw to the handle at one point. He then revolved 
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the handle and bound more straw to it. This operation was 
repeated until a specified quantity of broom straw was bound 
to the handle. Eight men ordinarily were employed on this work; 
they were paid piece rates. The rates were so adjusted that the 
men received the same daily payment for binding 7 dozen high- 
grade brooms as for binding 11 dozen low-grade brooms. At 
the completion of the binding operation, the broom straw ex- 
tended from the end of the handle in a fanlike manner. To 
make the broom more compact and sturdy, the straw was 
stitched together by machinery about 4 inches from the point 
where the straw was bound to the handle. The broom then was 
finished except for trimming and drying. The cost for making 
a dozen brooms of the grade which was sold to wholesalers for 
$s per dozen was about $2 for material, 60 cents for sorting and 
bleaching, 66 cents for binding, and 20 cents for stitching, 
leaving $1.54 for indirect expenses, selling and general adminis- 
trative expenses, and profit. 

In 1921 the company had sought to reduce the cost of its 
brooms by installing a broom-binding machine which bound 
brooms of all grades at the rate of 100 dozen a day. The com- 
pany paid the holders of the patent on that machine a royalty of 
to cents for each dozen brooms produced; no charge was incurred 
for the machine when it was idle. The wages of an operator for 
the machine were approximately $7.50 a day. Patented clamps 
were required in the machine binding process, and enough of those 
clamps for one dozen brooms cost 75 cents. 

Specified quantities of broom straw were fed into the binding 
machine by an operator. Each bundle of straw was bound, 
under several tons of pressure, between two steel clamps approxi- 
mately 5% inches long, 5% of an inch wide, and % of an inch 
thick. The clamps were held in place by 4 ordinary nails, which 
were bent and clinched to form rivets. A semicircular flange 
was provided in the middle of each clamp so that when the broom 
was bound the 2 half-collars formed a socket into which the 
handle was inserted. The broom was stitched and finished in 
exactly the same manner as were the hand-bound brooms. The 
upper end of the broom straw was cut off about 1% inch above the 
clamps; the rough ends of the straw and the metal collar gave 
the broom an angular, unfinished appearance. The metal clamps 
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were painted with a heavy coat of green paint, and, although they 
did not look clumsy, they added about 10% to the weight of, the 
broom. 

In 1921 the company had been unsuccessful in an attempt to 
sell the machine-bound brooms to wholesale companies at the 
same prices as those charged for hand-bound brooms. The 
wholesalers had objected to the appearance of those brooms. 
The company, therefore, discontinued the manufacture of ma- 
chine-bound brooms within the year, although the president of 
the company was confident that, because of their sturdy con- 
struction, the machine-bound brooms not only would give as good 
service as the brooms bound by hand but would last even longer. 

The Crosby Broom Company encountered keen competition. 
In addition to competition from numerous small broom factories, 
which could operate with little capital, the company met competi- 
tion from state penal and blind institutions which made brooms. 
The president of the Crosby Broom Company was of the opinion 
that the brooms made by state institutions were not manufactured 
so carefully as were those made by private enterprises. It had 
been the experience of the Crosby Broom Company that the 
brooms made by such institutions were offered for sale in large 
quantities at prices which that company could not meet. 

The president of the company stated that the small factories 
which were located in districts near the fields where broom corn 
was grown had an advantage over his factory because their 
transportation costs were low and because they could obtain labor 
at approximately 50% of the wage rates which the company had 
to pay in Chicago. 

Most of the company’s brooms for household use had been 
sold on a price basis. Many wholesale grocery and wholesale 
paper companies apparently preferred a fair grade of brooms 
at a low price to a high grade of brooms at a higher price. The 
preference of retailers depended largely upon the demands of 
their customers. Nearly all brooms sold by the wholesale grocers 
were unbranded; it was difficult, therefore, to distinguish by 
appearance the products of one manufacturer from those of 
another or from brooms manufactured by the state institutions. 
The brooms manufactured by the Crosby Broom Company were 
unbranded. 
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In 1924 the holders of the patent on the broom-binding machine 
reduced their charges for the steel clamps required for brooms 
bound by that machine from 75 cents to 4o cents a dozen pairs. 
The Crosby Broom Company was in a strong financial position 
and could afford to manufacture a stock of at least 5,000 dozen 
brooms as an experiment. 

The company, however, did not resume the operation of the 
broom-binding machine. Although he recognized that he had 
no adequate experience for guidance, the president was convinced 
that consumers would object to the appearance of the machine- 
bound brooms. 


CoMMENTARY: Had it been necessary for the company to give heed 
to factory costs alone, the use of the binding machine would have been 
economical, for after the reduction in the price of the clamps a saving 
of 814 cents a dozen brooms could have been effected. The cost of 
binding by hand was 66 cents a dozen, for the $5 grade; for machine 
binding the cost was 5714 cents a dozen. This saving of 814 cents was 
slightly over 114% of the selling price of the $5 grade—a worth-while 
addition to net profit. 

The obstacle to effecting this saving was the added weight of the 
machine-bound brooms and their unusual appearance. A saving of 8% 
cents a dozen in production gave no opportunity for offering reduced 
prices to consumers, and, in the absence of a motive for purchasing 
machine-bound brooms in preference to hand-bound brooms, the con- 
sumers naturally would continue to buy the familiar type of article. 


March, 1926 Nite Lhe 


ALLERNET Lace Company! 
MANUFACTURER—LACE 


DISTRIBUTION CHANNELS—Direct Selling to Prevent Piracy of Design. The 
company, a manufacturer of machine-made lace, was a leader in the 
development of lace patterns in the United States. Its designs were 
imitated extensively by rival manufacturers. The company, in order to 
prevent such pirating of its designs, contemplated selling directly to 
retailers and cutters-up instead of through a selling agent to wholesalers 
and cutters-up, as was its established practice. The company had 
learned that wholesalers passed on to competing manufacturers samples 
of its laces. 


DIsTRIBUTION CHANNELS—Direct Selling to Establish Manufacturer’s Brand. 
The company, a manufacturer of machine-made lace, marketed its product 
through a selling agent to wholesalers and cutters-up. Because of op- 
position from the wholesalers, the company had been unable to sell 
its lace under its own brand. The company contemplated changing its 
method of distribution and selling directly to retailers and cutters-up. 
It was thought that this change might enable the company to establish 
its own brand with retailers and consumers. 


DISTRIBUTION CHANNELS—Selected Distribution to Protect Style Leader- 
ship—(Commentary). The company, a manufacturer of machine-made 
lace, was a leader in the development of lace patterns in the United 
States. The company wished to prevent imitation of its designs by rival 
manufacturers. The commentator states that the company’s real objec- 
tive should have been, not to prevent imitation altogether, but to delay 
imitation, and that the company should have sought its market for its 
new patterns among retailers and garment manufacturers dealing in 
exclusive merchandise instead of attempting to distribute its product to 
all types of retailers and cutters-up. 


(1922) 


The Allernet Lace Company, established in 1905 with 5 lace 
machines, in 1922 had 30 machines. Its product, which orig- 
inally had been staple lines, in 1922 was almost entirely high- 
grade novelty goods. It employed about 200 men and women, 
many of whom were highly skilled. In addition, much of the 
lace, which was woven or twisted in 6-yard widths, was distributed 
to home workers to be separated into narrower widths. The com- 
pany did all its own dyeing and finishing. 
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Since the Allernet Lace Company was one of the few lace 
manufacturing companies in the United States that employed 
expert designers and draftsmen, its leadership in developing lace 
patterns had been established. As a result, its patterns were 
imitated extensively by rival companies. This pirating of lace 
patterns had become so serious that in June, 1922, the company 
made a special study of conditions with a view to remedying the 
evil. 

It was discovered that the company’s own customers were the 
source of samples from which designs and styles were imitated. 
All the company’s lace had been sold through a selling agency in 
New York which had shown samples twice each year, in June 
and December, to cutters-up and wholesalers. The wholesalers, 
in turn, had required samples of the patterns which they pur- 
chased to show to retailers. In many instances the wholesalers 
not only had permitted the patterns to be seen by other lace 
manufacturers, but also actually had given them samples. Whole- 
salers had followed this practice on the theory that by encour- 
aging competition they could purchase lace at lower prices. The 
Allernet Lace Company had explained to them that since the 
value of a lace pattern was dependent largely on its exclusiveness, 
this policy often proved ruinous to their own lace business through 
the resultant glutting of the market. The practice of giving away 
patterns, however, had continued. 

Designs were worked out by the company’s designers after the 
particular kind of lace to be favored by fashion had been deter- 
mined. Late in 1921, for instance, the Parisian dressmakers were 
featuring Spanish lace. Through its selling agent, the Allernet 
Lace Company received assurance that the spring lace styles 
in America, following as usual the foreign styles, would be Span- 
ish, chiefly fiber silk and wool, or spun silk and wool, in black and 
various other colors. The company’s designers immediately 
developed patterns suitable for that type of lace. Experience 
had shown that designs that had been used many years before 
for the same kind of lace could not be used again. From each of 
the designs developed, the drafting, which was the most important 
part of pattern creation, had to be done. This consisted of 
making a large drawing showing the position of each thread in 
a different-color ink for each movement of the shuttles in the 
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machines. From this complicated drawing the design was coded 
so that the jacquard cards, which regulated the pattern in the 
looms, could be punched. After the pattern once was drafted, 
it easily could be imitated. For instance, after months of study 
and skilful drafting, the company’s designers had produced a 
lace almost identical in appearance with a hand-made filet lace. 
Because of the low price for which it could be sold, this lace had 
been much in demand. This weave could not be patented, 
because it was itself a copy of a hand weave; hence rival mills 
almost immediately had imitated it and flooded the market. 

Under existing laws, lace patterns could be patented at an 
average cost of $65 each, but two to three months’ time was 
required from the date of application till the patent was granted. 
If placed upon the market during the interval that the patent 
application was pending, there was a risk that the designs would 
be imitated or the style changed before the patent was granted. 
The patentee could bring suit and collect damages from the 
infringing companies retroactive to the time when application for 
the patent had been made. Such legal action, however, had been 
considered too expensive and of doubtful benefit. 

The evil of pirating styles had not been confined to the lace 
industry alone. A Design Registration League had been formed 
several years previously by representatives of practically every 
industry into which the element of fashion design entered. The 
conference committee of the organization included representatives 
of 21 trades, such as the lace, silk, and ribbon manufacturing in- 
dustries, and 25 industrial associations, such as the Silk Associa- 
tion of America. The object of the league was to secure the 
passage of a bill by Congress which would “give to the designer 
and manufacturer the same adequate protection as the copyright 
granted to authors and their publishers.” 

The suggested bill provided for the removal of the subject of 
design protection from the patent division to the copyright divi- 
sion, and proposed at a cost of $1 for a copyright to give eco- 
nomical and immediate protection in place of the expensive and 
long-delayed registration under the patent law. Although it was 
not expected that this would prevent all pirating of designs, it 
was expected to discourage the practice. Many objections to the 
bill had been raised on the ground that so low a fee would encour- 
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age manufacturers to ask for unwarranted protection which would 
lead to endless litigation. It also was pointed out that such legis- 
lation might work an injury to innocent infringers. 

Concerning the bill, however, the chairman of the Patent 
Committee of the House of Representatives had said: 


Many foreign countries have enacted statutes giving to authors of 
designs copyright protection, easily and quickly obtained at small cost. 
The process of procuring protection under our patent laws is necessarily 
slow, tedious, and expensive—the procedure under this bill is short and 
simple, resembling the practice in copyright cases, rather than patent 
cases. The Commissioner of Patents expresses the opinion that the 
statute will be capable of easy and effective administration, and will be 
helpful to the industries and commerce of the country. Some members 
of the Committee were at first inclined to fear that the bill might lead 
to excessive litigation, but the fact that the copyright law has not pro- 
duced such results went far to allay their fears. We believe that the 
provisions of the bill are sufficient to protect registrants against actual 
offenders and also to discourage suits for technical and unsubstantial 
invasions of one’s rights and make it practically impossible to bring, 
or to threaten to bring, vexatious actions to intimidate or oppress rival 
enterprises. 


Although it was actively supporting this bill, the Allernet Lace 
Company was dubious as to the bill’s efficacy. The provisions 
for quick action in copyrighting patterns were highly desirable, 
provided the fact that the pattern was protected would be a 
more serious deterrent to imitation than the words “patent applied 
for” had been. Because of the legal difficulties in establishing 
the fact of infringement, especially if the patterns varied in slight 
details, the Allernet Lace Company was convinced that even if 
the bill were passed, other means of preventing piracy would be 
necessary. 

Shortly before this question came before the Allernet Lace 
Company for decision, several large lace companies had adopted 
a policy of selling directly to retailers and cutters-up, but the 
Allernet Lace Company was unable to ascertain whether they had 
made this change for design protection or for some other reason. 
If the Allernet Lace Company were to adopt this plan, it would 
be forced to establish a New York office and display rooms with 
a highly paid personnel. A competent manager could not be 
hired for a salary of less than $20,000 or $2 5,000 per year, and 
it was stated that the company would have to employ salesmen 
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not only to meet the retail buyers who came to New York but 
also to visit retail stores in all sections of the United States. 
Other salesmen would be required to sell to cutters-up, who after 
all might defeat the purpose of the change by demanding samples 
which they could give away. There also was the practical diffi- 
culty of adjusting the selling organization to the changed condi- 
tions each season, which resulted from the fluctuating proportion 
of the company’s sales to cutters-up and to wholesalers. Past 
records showed that sales to wholesalers had varied from 10% 
to 90% of the season’s totals, the remainder going to cutters-up. 
The selling agency had been able to shift its salesmen between 
wholesalers and cutters-up as conditions demanded. Although 
the company probably would save the wholesaler’s profit and the 
8% commission paid to the agency, it was doubtful whether 
this saving would cover the additional expenses of selling directly 
to retailers. Since the wholesalers carried many novelty lines, 
their selling expenses were spread over many products, while 
for the Allernet Lace Company one line would have to bear all the 
selling expense. 

Another factor of importance was that a substantial part of 
the company’s product was being sold as of foreign manufacture. 
American consumers apparently did not have faith in the ability 
of domestic lace manufacturers to produce a first-class novelty 
line such as the Allernet Lace Company was featuring. In most 
cases the retailers, themselves, were ignorant of the sources of 
the laces which they sold, as shown by an incident which occurred 
in the New Jersey city in which the Allernet mill was located. 
The manager’s wife noticed a piece of Spanish “all-over” lace in 
a local department store show-case, which she recognized as one 
made in the local mill. She was surprised when told by the sales- 
person that the lace was imported, since “they cannot make lace 
like that in this country.” If the Allernet Lace Company were 
to attempt direct selling, it anticipated that it might encounter 
distrust on the part of retailers and that temporarily at least the 
style leadership which the line had enjoyed might be weakened 
when the retailers discovered that the laces were of domestic pro- 
duction. The company also expected that it would be necessary 
to maintain a representative in Europe in order to secure the style 
assistance previously received from the selling agency; the latest 
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European styles were followed in America almost without excep- 
tion. 

The selling prices of novelty lace in which the Allernet Lace 
Company specialized had been fixed largely on the basis of what 
the traffic would bear. First, the style of garment with which the 
particular lace pattern would be used was determined. Then the 
cost of the other materials and the making of such a garment was 
figured. The price of the lace per yard was based on an estimate 
of what further expense the cutters-up or dressmakers would 
bear for the garment. The domestic companies could not have 
pursued such a policy, even with the protection of the 60% ad 
valorem tariff on importations, had not the quick changes in 
style made it impossible for foreign manufacturers to give suffi- 
ciently prompt deliveries. In the highest quality laces, however, 
especially those requiring a great deal of hand work, which were 
not subject to radical style changes, the domestic industry could 
not compete with foreign manufacturers. 

In addition to the possibility of pattern protection, however, 
there seemed to be other advantages to be gained by the company 
by selling directly to retailers. The company’s efforts to sell 
under its own trade name previously had been successfully 
blocked by the wholesalers, but the change would give the firm 
an opportunity to establish its brand with the retailers and cut- 
ters-up and thus to capitalize on the novelty style leadership 
which its laces had built up under foreign-appearing brands. 
Despite the fact that selling expense, administration costs, and 
credit risks would be increased—the selling agency had guar- 
anteed accounts—it seemed that there might be an opportunity 
to secure an increased profit by establishing a reputation for style 
leadership among consumers. As the reputation of a modiste was 
often the chief element in the price of his costumes, the company 
believed that if it could establish a high reputation for style and 
design with consumers, it could demand higher prices. The direct 
contact both with the style centers and with the retail market 
probably would assist in the successful interpretation of style 
trends. 


CoMMENTARY: The question of whether the company should have 
continued to employ the services of the selling agent or have organized 
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its own sales force was not directly involved in the problem of pre- 
venting style piracy, for on that problem the interests of the agent and 
of the manufacturer were in accord. Provided the agent was willing to 
cooperate closely with the manufacturing company in its merchandis- 
ing plans, no evidence is adduced in the case to prove that the com- 
pany should have altered its relationships with its selling agent. 

On the relative merits of protection of designs by patent and by 
copyright, I shall not venture to express an opinion here, Either method 
of legal protection should have aided in preventing the grossest type of 
piracies, in which the company’s designs were reproduced without 
change by the pirates. As soon as an imitator, however, made modi- 
fications in reproducing a pattern, he had grounds, more or less plausi- 
ble, for averring that he was not guilty of infringement. Reliance on 
legal protection, therefore, would be almost certain to result in constant 
litigation, which would be expensive and not fully satisfactory to the 
company. It was necessary, consequently, to use a different approach 
in seeking alleviation of the evils of design piracy. 

Inasmuch as the company was engaged in the production of stylish 
merchandise, it was impossible, and probably undesirable, for it to 
prevent imitation altogether. Each new style follows a more or less 
regular course.? When a new style appears on the market, it sells, if 
it is successful, on the basis of its novelty and distinctiveness. As soon 
as the success of a new style or pattern is apparent, it is imitated imme- 
diately in cheaper materials, and that process continues until the style 
becomes so vulgar that no one desires to purchase it. In the mean- 
time, while the process of imitation has been under way, new styles 
have begun to appear. The Allernet Lace Company had occasion to 
prepare new designs constantly because of the continual force of the 
process of imitation. The fact that its designs were imitated, further- 
more, was one of the reasons why it held a position of leadership. To 
have prevented imitation of its designs altogether, therefore, would 
have strangled its business. 

The above reasoning points to the conclusion that the company’s 
real objective was not to prevent imitation but rather to delay imita- 
tion of a new design until a sufficiently long period had elapsed to 
enable the company to recoup its designing expenses, cover its other 
costs, and secure a fair profit on the pattern. 

When a new style or pattern is introduced in merchandise of this 
class, its vogue is established first in stores reputed to sell distinctive 
merchandise. Imitations find their widest currency through stores of 
another type, whose customers are desirous of emulating patrons of the 
distinctive stores. From this it follows that the manufacturer who orig- 





2See Copeland, Melvin T., Principles of Merchandising, pp. 163-167. 
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inates new designs should seek his market for those designs in the dis- 
tinctive stores. Garment manufacturers fall into the same classes as 
the retailers: one class caters to distinctiveness, another to emulation. 

These distinctive retailers and garment manufacturers had the same 
sort of a problem as that of the Allernet Lace Company. They, too, 
suffered from too rapid imitation, in cheaper materials, of the new styles 
which they were offering for sale. Hence, it should have been possi- 
ble to enlist the cooperation of such merchants and cutters-up in foil- 
ing the efforts of design “pirates” to secure samples of new patterns 
prematurely. The Allernet Lace Company, therefore, should have 
sought its market for its new patterns among the distinctive retailers 
and garment manufacturers. To have carried out such a program it 
probably would have been necessary for the company or its selling 
agent to sell directly to the selected retailers and garment manu- 
facturers. In that manner, the imitators probably could have been 
prevented from securing samples of the new patterns until they were 
offered for sale in the retail stores. Much of the company’s suffering 
from the evils of design piracy was caused by the fact that the company 
was attempting to distribute its product to all types of retailers and 
cutters-up, whereas, for its new designs, it should have catered to a 
specialized market. 

The question of preventing representation of the company’s product 
as of foreign origin is not specifically raised in this case. That prac- 
tice, however, was one that the company should not have condoned. 


April, 1926 Melec: 


CascADE DEPARTMENT STORE? 
DEPARTMENT STORE—WOMEN’S SUITS 


MERCHANDISINGC—Purchase of Seasonal Style Goods at Wrong Stage of 
Style Cycle. Tweed suits which the department store purchased for 
the opening of the season proved to be popular and were sold at high 
mark-ups. The buyer, consequently, decided to purchase additional 
quantities of the suits. As the season progressed, the designs were 
copied by more and more manufacturers and produced in large quanti- 
ties. Manufacturers’ prices declined. The department store and its 
competitors reduced retail prices to correspond to replacement costs. 
The popularity of the style was short-lived and the store took heavy 
mark-downs on the stock which remained on hand at the end of the 
season. 


RETURNS AND ALLOWANCES—Treatment of Customer’s Complaint Caused 
by Mark-down. Tweed suits which the department store purchased for 
the opening of the season proved to be popular in style and were sold 
at high mark-ups. The style was reproduced speedily by other manu- 
facturers, and prices declined. At the end of the season the stock which 
remained on hand was marked down to a nominal figure to be closed out. 
During the final sale, a customer who had purchased a tweed suit at the 
opening of the season complained that the disparity between the price 
she had paid and the mark-down price showed that she had been charged 
an exorbitant price. The store did not grant the customer a rebate. 


Pricinc—Determination of Price for Seasonal Style Goods—(Commentary). 
On tweed suits which the department store purchased for the opening of 
the season initial mark-ups of 44.1% and 48.5% of the selling prices 
were placed. The average operating expense of the department was 
26% and the normal gross margin of the department was 30% of net 
sales. The high initial mark-ups were necessitated by uncertainty as 
to whether the style would prove to be popular and by the risk that 
heavy mark-downs subsequently would have to be taken. 


(1922) 

Well in advance of the spring season of 1922 the buyer for 
women’s suits in the Cascade Department Store, an eastern met- 
ropolitan retail establishment selling high-grade merchandise, 
placed orders for 146 tweed suits. It was his judgment that tweed 
suits would be popular in the spring of 1922, both because of 
the general style movement toward sport clothing and also be- 
cause tweeds, being of loose-weave construction, could be manu- 
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factured to retail at lower prices than many fancy woolen and 
worsted fabrics.2 Nevertheless, he did not wish to order tweed 
suits heavily before he had tested their popularity with the 
store’s clientele, since the style trend had been away from suits 
during the previous two seasons. 

The expense, direct and prorated, in the women’s suit depart- 
ment in the Cascade Department Store was normally 26% of 
net sales, and the net profit normally was 4% of net sales. 
Eighty-one tweed suits, purchased at $25 each, were marked to 
retail at $48.50, and the other 65 suits in the first order, which 
were of somewhat less expensive material and cost $20 each, were 
marked to retail at $35.80. As soon as these suits were placed 
on sale, it was apparent that tweeds were to be popular. The 
buyer, therefore, placed orders for 372 suits. By this time other 
garment manufacturers had copied the designs of the pioneers 
in the tweed suit field, and competition had brought the price to 
department stores down to $17.50 for suits that previously had 
cost $20. The shopping bureau of the Cascade Department 
Store reported that competing department stores were selling at 
$30 tweed suits which were equal in value to those sold by the 
Cascade Department Store at $35.80. Therefore, as soon as the 
order was placed for 372 suits at $17.50 each, the retail prices on 
all tweed suits in the department were reduced to $25. 

As the season progressed, sales of tweed suits continued to be 
large, and more and more manufacturers engaged in the pro- 
duction of this popular line. Replacement value fell to $15.50, 
at which figure the suit buyer of the Cascade Department Store, 
after consulting the merchandise manager, ordered 156 suits. At 
that time it was becoming difficult to secure deliveries on the 
dates promised, and several other department stores, which had 
not bought tweeds early in the season, were reported to be order- 
ing heavily. By the time these suits were received, competitors 
were selling similar merchandise at from $21 to $23; conse- 
quently, the Cascade Department Store reduced the price to 
$19.75. Toward the end of the season it was evident that the 
popularity of tweeds was to be short-lived. In the Cascade De- 
partment Store 76 suits had been sold at $48.50, 64 at $35.80, 
295 at $25, and 138 at $19.75. There were left in stock ro1 





“For a description of the setting and adoption of styles and their influence on 
manufacture, see Cherington, Paul T., The Wool Industry, chaps. xi and xii. 


CASCADE DEPARTMENT STORE 289 


suits. Retail prices on these were reduced to $15 for a widely 
advertised clearance sale, and at this price 33 suits were sold. 
Three days later the price was reduced to $10, at which figure 
28 suits were sold. There were still 40 suits left in stock which 
apparently would not move at a retail price of $10 each; con- 
sequently, rather than to carry any tweed suits over to the next 
season, the store reduced the price to $5, and at this figure all 
the remaining suits were sold. 

During the closing-out sale of tweed suits at $5 each, a regular 
customer of the Cascade Department Store, who had purchased 
a tweed suit early in the season at $48.50, visited the suit de- 
partment and protested in strong terms to the assistant buyer 
that, if the store could afford to sell tweed suits at $5 each, she 
had been greatly overcharged when she paid $48.50. The assist- 
ant buyer pointed out that nearly all the suits being sold for $5 
were of poorer quality than the one that she had bought early in 
the season, and that the price for this final sale had been spe- 
cifically advertised as “less than one-third original cost.” The 
customer then raised the objection that it was unfair for the 
store to lower prices on these suits to a point where so many 
people of the lower social classes were wearing them that she no 
longer liked to wear hers. Eventually she went away dissatisfied. 


CoMMENTARY: This case involves three questions: the propriety 
of the original mark-ups; the wisdom of purchasing the last lot of 156 
suits; and the treatment of the dissatisfied customer. 

The mark-ups on the initial lot of tweed suits amounted to 44.1% 
of the selling price for those priced at $35.80 and to 48.5% for those 
priced at $48.50. Inasmuch as the average operating expense in the 
department was 26% and the normal gross margin 30% of the sales, 
the initial mark-ups on tweed suits substantially exceeded the average 
gross margin. The average gross margin, however, was the result not 
only of mark-ups but also of mark-downs and inventory losses result- 
ing from style depreciation and other causes. To attain that average 
gross margin for a season, it was essential that the initial mark-ups 
should be materially greater than the average margin realized. 

In this instance the tweed suits were purchased for sale on a style 
basis rather than on a price basis. Customers went to the store for 
the purchase of style goods. In catering to the demands of consumers 
who wished to purchase stylish merchandise, the store assumed the 
risk of heavy losses on styles that proved not to be popular; it also had 
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to recognize that on a portion of its purchases of a popular style mark- 
downs were likely to be unavoidable before the end of the season. It 
was necessary to provide for those contingencies in the original mark- 
ups. Those mark-ups, therefore, were proper. 

Subsequent experience showed that the profits of the store would 
have been greater if the last lot of 156 suits had not been purchased. 
In merchandising style goods, however, the vagaries of consumers’ 
tastes never can be foreseen entirely and it is impossible to avoid mis- 
takes altogether. In this particular instance, therefore, the pertinent 
question is whether due heed was given to the symptoms of style deca- 
dence that had manifested themselves in the tweed suit market prior 
to the date on which that last order was placed. 

The imminency of a style change was indicated prior to that date by 
the rapid increase in the popularity of the style and its reproduction 
in cheaper fabrics. Except for tweed suits, it was not a good suit sea- 
son. The rate of reproduction of the style and the continual drop in 
prices indicated that the style rapidly was breeding its own destruc- 
tion; its increasing popularity on lower price scales and with cheaper 
materials meant that it soon would not be in demand among the regular 
clientele of the Cascade Department Store. The type of customers 
who had purchased the style when it was first offered at the prices then 
placed on the suits would not be disposed to buy tweed suits when it 
had become apparent that cheaper and cheaper imitations were being 
offered for sale. The decline in the selling price from $48.50 to $25 
was great enough to have indicated to the department buyer and mer- 
chandise manager that the style was passing into a stage in the style 
cycle that was inconsistent with this store’s merchandising policies. 

If these symptoms had been carefully diagnosed, it is probable that 
the executives of the store would have chosen to risk the loss of a few 
profitable sales rather than to risk heavy mark-downs. In order to 
retain the patronage of its clientele, furthermore, the store should have 
endeavored to avoid offending its earlier customers for tweed suits, who 
might resent. radical reductions in its prices of such garments within a 
season. The purchase of the last lot of suits was not wise. 

The store was right in not granting a rebate to the customer who 
complained that she had been overcharged. Although it was desirable 
to retain her good-will, the mark-up policy of the store, as has been 
stated above, was justified by the circumstances. The store could not 
consistently have made an exception in the case of one customer, and 
a general policy of making rebates under such conditions would have 
been ruinous. 


November, 1925 M.T.C. 


BERNARD SPECIALTY SHOP! 
SPECIALTY STORE—SILK PIECE GOODS 


MERCHANDISING—Judging Probable Demand for Seasonal Style Goods on 
Basis of Advertising by Manufacturers and Wholesalers. The buyer 
for the silk department of the company’s specialty shop was offered a 
line of high-grade silk taffetas at reasonable prices. Taffetas were being 
advertised extensively in trade journals and textile publications. The 
buyer was convinced, however, that manufacturers and wholesalers had 
been misled into overstocking and were trying to dispose of their stocks 
through advertising. The assistant buyer and the head salesman of the 
department reported a demand from customers and advised that an 
order be placed. The merchandise manager suggested that enough be 
purchased to provide an adequate assortment but not enough to involve 
a heavy loss if the demand was slight. 


(1921) 


In November, 1921, much advertising space in trade journals 
and textile publications was devoted to advertisements of silk 
taffetas. The advertisements expressed the idea that this mate- 
rial would be popular during the coming spring season. During 
one week in November salespeople in the silk department of the 
Bernard Specialty Shop reported six requests by customers for 
silk taffetas which were not in stock. The buyer for the depart- 
ment purposely had allowed his stock of this material to become 
depleted, because there had been a marked decline in demand 
during August, September, and October. 

A salesman from the Marion Silk Company,' one of the largest 
wholesalers of silk dress goods in the East, called on the silk 
buyer of the Bernard Specialty Shop and showed him a line of 
high-grade silk taffetas at reasonable prices: The salesman as- 
sured the buyer that the demand for this material would be 
strong during the next three months and referred to the extensive 
advertising which was being done of silk taffetas. It seemed 
apparent to the buyer that. manufacturers and wholesalers were 
well stocked in this material and were pushing it. 

The buyer was not convinced that silk taffetas were going to 
be popular in the coming season. He followed his usual practice 
of securing the opinion of the assistant buyer and of the head 
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salesman of the silk department before placing or refusing a 
large order of any kind. The buyer believed that the assistant 
buyer and the head salesman, since they were on the selling floor 
a large part of the time and consequently in direct contact with 
consumers, were in a position to judge the immediate demands 
of the department’s customers. Both the assistant buyer and 
the head salesman advised the buyer to place an order for $2,000 
worth of silk taffetas to be delivered in December, stating that 
it was evident from the calls which they had received that a de- 
mand existed. The assistant buyer suggested that extensive ad- 
vertising of the material by the store would increase the demand 
or even create a demand if one did not already exist. 

The buyer did not agree with his assistant in the contention 
that a demand for piece goods could be created merely through 
advertising. He was convinced that the supply of silk taffetas 
on the market was not a result of a carefully predicted demand 
but the outcome of a peculiar set of circumstances, which he ex- 
plained as follows: 

In the early part of October a buyer for the Strilet Suit and 
Dress Company,? of New York, manufacturers of cheap ready- 
made suits and dresses for women, began looking in the New 
York markets for materials to make up into cheap dresses that 
could be sold at prices which would allow a fair profit to retailers. 
Having decided that taffeta was the most desirable material for 
this purpose, the buyer of the Strilet Suit and Dress Company 
placed an order with a large broad silk mill for 100,000 yards of 
silk taffetas in various colors. News of this large order soon 
reached small manufacturers of silk dress goods and they, accept- 
ing it as evidence of a style trend, began to increase their pro- 
duction of taffetas. Other manufacturers of women’s dresses 
learned of this apparent demand and also placed orders for 
taffetas. Many manufacturers and wholesalers, deceived by 
these seeming evidences of the fabric’s coming popularity, over- 
stocked on taffetas; the market soon had a large supply with very 
limited demand, and the result was extensive advertising in an 
endeavor to dispose of the merchandise. 

The buyer stated that he was convinced that taffetas would not 
be particularly in demand during the coming season. The fash- 
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ion publications, both from domestic markets and abroad, indi- 
cated that women’s dresses were to be made with straight lines, 
for which taffetas were unsuitable. The bouffant styles which had 
been in vogue the season before were no longer being shown. 
The buyer pointed out that the head salesman and assistant 
buyer were more capable of predicting immediate demands than 
he was, because of their contacts with customers, but were in a 
less advantageous position for predicting future demands, since 
they were not so familiar with general conditions affecting style 
trends as he was. 

The merchandise manager suggested a compromise, stating 
that he saw no objection to placing an order for taffetas amount- 
ing to not more than $1,000. The purchase of that amount, he 
stated, would assure the department of an adequate assortment to 
offer customers, but would not result in a particularly heavy loss 
if the demand for taffetas proved to be slight. 


ComMMENTARY: The inquiries for silk taffetas in this store in Novem- 
ber, 1921, were characteristic of a waning style rather than of an incom- 
ing style. The new styles of garments which were being shown were 
not adaptable to the use of taffetas. A strong demand for taffetas, 
therefore, was not to be expected. The fact that taffetas had been popu- 
lar in the preceding year, with a subsequent waning of their popularity, 
was a strong reason for not expecting a substantial demand from con- 
sumers to develop again in the winter of 1921. A style which has been 
popular seldom is revived after such a short interval. The circum- 
stances pointed out by the buyer afforded adequate explanation of the 
reasons for the advertising by silk manufacturers and wholesalers who 
had misjudged the style trend and accumulated stocks of taffetas. 

The decision of the merchandise manager, therefore, to approve the 
purchase of only a small quantity of taffetas was sound. That quantity 
would be adequate to take care of the occasional requests which were 
a remnant of the demand in the preceding period of popularity of such 
fabrics. If occasional sales were lost, the disadvantage would be less 
than the loss which would be incurred by acquiring an excessive stock 
of merchandise in an obsolescent style. Such occasional losses of sales 
are inevitable in a store which adjusts its stocks foresightedly to sea- 
sonal style changes. 


July, 1926 Mala. 


SAMOSET CoMPANY! 
MANUFACTURER—READY-TO-WEAR GARMENTS 


MERCHANDISING—Standardization of Styles for Women’s Ready-to-Wear 
Garments. The company, a manufacturer of women’s ready-to-wear 
garments, decided to concentrate on semi-standardized styles in order 
to lessen seasonal fluctuations in production and to reduce losses from 
style depreciation. The garments were trade-marked and advertised 
nationally. 


DISTRIBUTION CHANNELS—Use of Exclusive Agencies for Women’s Ready- 
to-Wear Garments. Although manufacturers and wholesalers of wom- 
en’s ready-to-wear garments ordinarily sought dense distribution, the 
company, which had developed semi-standardized styles in women’s 
coats and suits, which it trade-marked and advertised nationally, granted 
an exclusive agency for its merchandise to one retailer in each locality. 


(1922) 


In order to stabilize its business and place it on a footing less 
susceptible to the effects of seasonal style changes in women’s 
garments, the Samoset Company, although conforming to style 
tendencies as regards length, fulness of skirts, and other general 
features, had developed semi-standard styles in women’s coats 
and suits. These garments were distinctly conservative and did 
not follow any fads or short-lived styles. 

Irregularity of production had been one of the serious diffi- 
culties faced by most manufacturers of women’s garments. With 
a factory idle four months in the year and working overtime dur- 
ing other periods, production was costly, and labor difficulties 
were perplexing. The seasonal peak in production was due di- 
rectly to the fact that there were two buying seasons for women’s 
garments—spring and fall. The peak was accentuated, however, 
because style changes were so frequent that manufacturers often 
were unwilling to make up garments in advance of receiving 
orders. In recent years, prior to 1922, retailers had tended to 
postpone as long as possible the date of ordering style merchan- 
dise in order to be sure of obtaining garments of the latest style. 

In adopting its policy, the Samoset Company acted on the as- 
sumption that there was a demand among women for conserva- 
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tively modeled garments, tailored in good taste, that couid be 
worn more than one season. In addition to permitting produc- 
tion to be spread over a longer period of the year, the Samoset 
Company’s policy facilitated the trade-marking and national ad- 
vertising of its product, which was sold in department stores and 
women’s ready-to-wear stores in many localities in the United 
States. Through large expenditures for advertising in news- 
papers and in periodicals, the Samoset Company had made both 
its policy and its product well known.? 

Ordinarily, manufacturers and wholesalers, seeking the densest 
distribution possible, sold women’s ready-to-wear garments, as 
well as piece goods, to department stores, metropolitan specialty 
stores, and other retail outlets for ready-to-wear goods and dry- 
goods without restrictions. The Samoset Company, however, 
granted an exclusive agency for its garments to one department 
store or other ready-to-wear retailer in each locality. The con- 
tract provided that the retailer was to have the privilege of sell- 
ing at retail in his store all products of the Samoset Company, 
and that this privilege was not to be granted to any other retailer 
within a specifically defined territory. He was given the privi- 
lege of designating his store as “The Samoset Store” and agreed 





* The H. Black Company, of Cleveland, had a style policy similar to that pur- 
sued by the Samoset Company. A typical advertisement of the H. Black Com- 
pany, which appeared in a Chicago newspaper, read as follows: 


WuoseE Fautt Is ItT— 
IF YOUR COAT OR SUIT IS OUT OF 
STYLE NEXT SEASON ? 


Is there any reason why a coat or suit purchased this season should be out of 
fashion next year? 

Certainly not, if you select a style which is assured of lasting, rather than some- 
thing extreme and one-season. 

“But why,” you ask, “should stores carry one-season styles which I must discard 
next year?” 

The answer is a simple one. The merchant buys what he feels he will sell. If 
he is progressive, he would prefer not to carry the extreme or bizarre—then he 
does not have to “sacrifice” those he does not sell in order to close them out while 
the vogue is in. 

But, many women still insist upon regarding seriously every fashion note that 
“they are wearing this” or suits must be “thus and so.” This type of woman 
demands “novelties” and it is for her that the store handles them. 

You are safeguarded in YOUR choice, though, by knowing who makes the coat 
or suit you purchase. 

No Wooltex Tailor-made or Wooltex Knockabout is ever designed on transient, 
faddish lines. The styles are as lasting as the fabrics themselves. Fine serges, 
tricotines, tweeds, homespuns, and Wooltex Sportspuns plus exquisite tailoring go 
into each of these coats and suits. 

The label—the sign guarantee of the Wooltex Tailors—is inside each collar. 
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to put forth his best efforts to maintain and increase the sale of 
Samoset products, to keep a sufficient supply of Samoset goods 
on hand at all times to meet the demand, and to give these goods 
preference in purchase, display, advertising, and sale. 


CoMMENTARY: Under the plan adopted by this company, the buy- 
ing motive of consumers upon which dependence chiefly was to be 
placed was economy in purchase, a rational motive, while seasonal 
style merchandise is sold largely on such emotional buying motives as 
emulation and economical emulation.* The exclusive agency provision 
meant that the garments were to be merchandised as specialty goods, 
although a large proportion of the purchases of women’s garments are 
effected by shopping. 

That a market exists for such goods as the Samoset Company was 
to make, there can be little doubt. Because of the strength of the 
buying motives for seasonal style goods and the pervasiveness of the 
shopping habit, however, it was not to be expected that garments of 
standard styles would largely supersede seasonal style garments. A 
retail firm which had a well-established trade in seasonal style gar- 
ments probably would have been reluctant to accept a Samoset agency. 
The acceptance of an agency, to be sure, would have lessened the risks 
of loss from style depreciation, and the advertising by the Samoset 
Company would have had some effect in stimulating patronage. Yet 
the acceptance of the agency carried with it, properly, an agreement 
to give preference to Samoset goods in purchase, display, advertising, 
and sale. If a retailer were to carry out the Samoset agency agree- 
ment in good faith, he could not at the same time effectively merchan- 
dise seasonal style garments. The chief sales appeal for Samoset goods 
was a direct attack on the motives for buying garments seasonal in 
style. 

Although a few garment manufacturing companies may be able to 
operate successfully on such a plan as that of the Samoset Company, 
it is not likely that the bulk of the women’s garment trade will be 
shifted out of the shopping class. 


November, 1925 Ms L3G. 
* Copeland, Melvin T., Principles of Merchandising, pp. 164-167. 


HANOVER CoTTon Mitts! 


MANUFACTURER—GINGHAM 


BranD DEVELOPMENT—Use of Consumer Advertising by Manufacturer of 
Seasonal Style Merchandise. An advertising agent employed by the 
company, a manufacturer of gingham cloth, conducted a market survey 
to determine whether the company should advertise its branded ginghams 
to consumers. The agent submitted a report of the survey and recom- 
mended that the company should advertise its brands to consumers. 


ADVERTISING—Advertising Appeals for Seasonal Style Merchandise. A ging- 
ham manufacturing company employed an advertising agency to report 
on whether the company should advertise its ginghams, some lines of 
which were branded, to consumers. The report, in recommending a plan 
of consumer advertising, suggested that the advertisements should 
emphasize the qualities in ginghams which a market survey had indicated 
to be of primary interest to women purchasers, and also should empha- 
size the style elements in connection with the company’s brand. 


(1920) 


In order to determine whether it should advertise its product 
to consumers, the Hanover Cotton Mills, which manufactured 
ginghams, engaged an advertising agent in 1920 to make a mar- 
ket survey. 

During the preceding 20 years the company’s output had in- 
cluded, at any one time, from 5 to 12 lines of ginghams. The 
company had endeavored to restrict its output to as few lines as 
possible, since standardization of spinning and weaving lowered 
the manufacturing cost per yard. At the time the market survey 
was made, the mill was running at capacity and was producing 
five lines. Four of those lines were sold under the company’s 
brands; labels bearing the brand names were pasted on the ends 
of the boards around which the gingham was rolled. The Bray- 
burn brand made up three-fifths of the company’s production; 
the other brands were Egmont, Parisien, and Normandy. Cloth 
with the Brayburn brand sold in February, 1920, at retail prices 
of about 60 cents a yard. The retail prices of the other lines 
at that time were from 25 cents to 4o cents a yard. 

The company had been selling its entire output through the 
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Gibbs Company,” a textile selling agency. That agency sold 
about four-fifths of the company’s total output to wholesalers 
for resale to retail stores; one-fifth the agency sold to cutters-up 
to be made into aprons, children’s clothing, and women’s dresses. 
The wholesalers generally were not sympathetic toward manu- 
facturers’ brands. The cutters-up had opposed the company’s 
attempts to induce them to feature the brands of ginghams of 
which the garments were made. Their opposition was based 
upon the fear that their purchasing position would be weakened 
if a strong preference for particular brands was developed among 
consumers. The treasurer of the Hanover Cotton Mills, how- 
ever, foresaw in the development of such a demand not only a 
larger and more stable sale of the mill’s brands, but also an ad- 
vantage to the cutters-up because of decreased sales resistance. 

Several domestic gingham mills over a period of from 25 to 50 
years had acquired prestige for their brands among consumers, 
not by advertising, but by maintaining the quality and style emi- 
nence of their lines. The opinion was prevalent among gingham 
manufacturers that in most years, because of competition, the 
manufacturers’ gross margins were so small that the expense of 
advertising would be prohibitive. At all events practically no 
advertising of gingham brands had been carried on. 

The market investigation conducted for the Hanover Cotton 
Mills by the advertising agent was planned to show the possibili- 
ties for the development of brands of ginghams. In conducting 
his investigation, the advertising agent used two questionnaires, 
one for retailers and one for consumers. Representatives of the 
agent interviewed ror retailers and 1,093 consumers. Retailers 
were visited in 17 states, classified into sections 1 and 2 as fol- 
lows: 


SECTION I SECTION 2 
Maine Delaware 
New Hampshire Maryland 
Rhode Island Virginia 
New York West Virginia 
Ohio Kentucky 
Indiana Tennessee 
Michigan North Carolina 
Connecticut Georgia 

Alabama 


ee 
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The stores that were visited were classified according to their 
general character into three groups: “A” was the highest class, 
“C” the lowest, and “B” the intermediate. Among the consumers 
interviewed there were about twice as many married women as 
single women. The consumers’ interviews were made in 135 
cities, towns, and villages, in 35 states, and were distributed as 
follows, according to the size of the towns in which they were 
made: 


eee 








Population Interviews 
VEUREOCO COOL erie cre Balint wry i Tat The ke 2096 
BO OORT OO ORO aa tare avert aces ats ein, eee A Sry tat 434 
PURE O COO marta dx eee Lae NRL 363 

ELA Ber ctectes maaan etaats vets irs yt NUS Pa ae Pa Rk: Uke 1,093 





In presenting the results of his investigation to the company, 
the advertising agent drew the following conclusions: 


The Hanover Cotton Mills has an unusual opportunity at the present 
time to build up prestige through advertising. Although some brands 
are better known than those sold by the Hanover organization, brands 
of gingham are not generally well known. The knowledge of brands 
in the gingham field is more or less vague and uncertain, and there is 
no brand which dominates. Therein lies the opportunity of the Han- 
over Cotton Mills. By continuous advertising which features the 


EXHIBIT I 


BRANDS OF IMPORTED GINGHAMS CARRIED BY 59 RETAILERS INTER- 
VIEWED IN MARKET SuRVEY MADE FOR THE 
HANOVER Cotton MILts 


Question: What Brands of Imported Ginghams Do You Carry? 













SECTION I SECTION 2 
NortTH SoutH 
CLASS-STORE CLass-STORE GRAND 






BRAND 


Smith, M. & H. 


19 

OLA mee are I 

Donegal...... I 

Jones........ I 
Brand not 

given....... 35 

otals rei 57 





Norte: Figures indicate the number of retailers carrying each brand. 
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EXHIBIT 2 


BRANDS OF DomeEsTIC GINGHAMS CARRIED BY IOI RETAILERS INTER- 
VIEWED IN MARKET SURVEY MADE FOR THE 
HANOVER Cotton MILLS 


Question: What Brands of Domestic Ginghams Do You Carry? 
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NortTH SOUTH 
CLASS-STORE CLAss-STORE GRAND 
BRAND TOTAL 
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things of fundamental interest to women who use ginghams, the com- 
pany can make its own brand names the equivalents of the qualities 
which women want in ginghams so that they will come to be household 
words, as are the names of many other products. The brand names 
of the Hanover Cotton Mills will be further emphasized by their rela- 
tion to the style featured. A given style should be definitely connected 
with a certain brand. The advertisement should specify that in making 
the dress pictured the best results are to be secured by the exclusive 
use of this particular brand of gingham. As our important task is to 
induce a wider and more continuous use of gingham, we must make 
the woman want to use the gingham and we must make her want 
especially our particular brands. The present study has shown that the 
way of accomplishing this result consists of following the hints given 
by the consumer, getting her judgment on the material, talking to her 
about stylish dresses, and keeping continually before her the brands of 
the Hanover Cotton Mills. 


The answers received to the questionnaire used for retailers 
were summarized by the advertising agent as shown in Exhibits 
Tee and: 

Every retailer interviewed carried at least one brand of do- 
mestic gingham. Most of the retailers mentioned more than one 
brand. 

EXHIBIT 3 
RELATIVE IMPORTANCE OF FACTORS DETERMINING CONSUMERS’ SELEC- 


TION OF GINGHAMS AS REPORTED BY tor RETAILERS INTERVIEWED 
IN MarKET SuRVEY Mabe ror THE HANOVER Cotton MILLS 


Question: What Do You Think Determines the Consumer’s Selection 
of a Particular Gingham? 























SECTION I SECTION 2 
Nortu SouTH GRAND 
FAacTOR CLass-STORE CLass-STORE TOTAL 
DETERMINING 
SELECTION EA ee] See Re ols ce ieee 
A | B | C | Total] A | B | C | Total | Num-| Per- 
OES Pe ON | RE ee alee ee ee Dera centage 
Ratterne erste sce 15 Om mism ees; 9 | 20 Cm Ss 72 38 
Oualityieeen ee 9 5 4 18 10 | 14 5 | 29 47 25 
Dt ylewer cer acne 15 4 5 24 5 I I a 31 16 
Colonna 3 3 2 8 4 8 2 14 22 11.5 
IPriCGis be rials cease 2 Ae lie 6 I I I 3 9 5 
Width of Material] 1 I 2 I I 2 4 2 
Brancdegeeeeeee 3 3 oe lage 3 1.5 
Durability of 
Pattern er Soe eas aes ba ous Ue | eee I I 5 
Beelegemcminn deci Tie lery oon ee I Slt oPl Marne et I 5 
‘otal@cveaes 49 | 25 | 25 | 99 29 | 46 | 16] of 190 | 100 





Nore: Figures indicate the number of times each factor was mentioned. More than one 
factor was reported by many of the retailers. 
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he of the questions in the questionnaire used for consumers 

s, “What Brands of Ginghams Do You Know?” The answers 

Bad to this question are summarized in Exhibit 4. About 

40% of the women interviewed did not name any brands of ging- 

ham, whereas about 60%, or 652 women, did name various 
brands. Many of the women named more than one brand. 


EXHIBIT 4 


Branps oF GINGHAMS NAMED BY 652 CONSUMERS INTERVIEWED IN 
Market SuRvVEY MAbDE FOR THE HANOVER Cotton MILLs 


Question: What Brands of Ginghams Do You Know? 














Times Times 
Brand Mentioned Brand Mentioned 

ATH A ZON see eas ea oleate eee To LerOy nay ce tee tee aan eer ace I 
ohnsonteres tetera Tall) Hemonton. see aie serie: chectert 2 
PON AOS on ee ees Rn oe 21K | Bray burn see take tee ere eee 21 
Sitch Vignes eee creas ZEAGS ||| IN GFaeNE boas oaonnabe conesuos¢ 5 
MOMS peers ean tows oileeroteCa 2 20 ela Th Vill @peereteeiceeteuse reer oreo reeree 5 
Bridalwreathee eect GulleMidska geese so qe atte ieeetenars I 
Buckingham: eee. ee oe ee To WWPar kerf secce ca een ce reas I 
Burckleys css ntrste ota ena Bale Par kere ncaa ti chs saad ence sais easter oiens 23 
Gastledc nes oes be sent ae ene FWP epteCtiOnie cet .cr na atele aerate I 
Man Riverssve cc ssrerem ek rears 16" Peter Pans, oc jcnroe ots seer 3 
Mauntless! Clotheanwee mie ese 22U\l Worcester. enters mise len ste ete 7 
COL mr meta ein eet eau ctoane cae anere PR aM SleM tere eas crn Ciretetne 43 
French tey. ws cers eas asi cueat Sate nee 160 /I| SCOCCMiesseten ay oe his lonn ee eae 43 
Gibsons fees re cseicuentee rr lifSeatslande tan aocie estice oe irae I 
Royalties sacs cies ona tine iments All S1IN SOME oer, ateeorces erates aeie ete etene II 
GoldentRodwerre het ees werk A Wesotandard eercas aera ake oer crke 4 
Td amiltoneerar era ets oe eanctr eee: Teh Niallard  epwsncs cate evden rare 27 
ROMA Mester Line rs eran eee Gull Crefkan es. c.5 eles siete cures cere 5 
Imersealtatewcy cen be ciaidec wren SR Zep Vives wettest ons wll ono 148 
IRONSAY se tin eis yeas ciate oneter one 4 

MNotalbrescscmccter era nleterets 1,086 








The question, “If the Store Advertised Dresses Made of Some 
Standard Brand of Gingham, Would You Be More Apt to Buy 
Them Than if the Brand Were Not Mentioned?” was answered 
by 1,065 women. Of that number, 526, or 49%, answered yes 
and the remainder, or 51%, answered no. 

Of 1,237 consumers answering, 56% said they usually made 
their gingham dresses themselves; 22% that they usually had 
their gingham dresses made by dressmakers; and 22% that they 
usually bought such dresses ready-made. 

Consumers also were asked to name the principal and the sec- 
ondary uses which they made of gingham. Those uses, as re- 
ported, are given in Exhibit 5. 
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EXHIBIT 5 


UsrEs FoR GINGHAMS AS REPORTED BY CONSUMERS INTERVIEWED IN 
Market Survey Mabe ror Hanover Cotton MILLs 











Times Times 





Principal Uses for Percent- Secondary U - 
Gingham* a age Gingham t’ tes eee ee 

I) PESses an. ye cw ays: 830 60 ND LOUS ene ee eae 559 49 
House Dresses..... 123 9 Covers\arn seen 100 9 
Street Dresses. .... 13 I Rompersseeeeer ee 67 6 
INNS, 5 ss aoonal, Biel 15 Dressest eer eae 65 6 
Child’s Dresses....| 141 10 Skirts or Underskirts} 51 4 
Child’s Rompers... 25 2 House Dresses...... 46 4 
iWaistshe niece 22 2 Hats, Bonnets, Caps.| 44 4 
Men’s Shirts....... 5 oe Shintcwmpee rte 43 4 

Drapery wise to: 2 She Boys’ Waists and 
Gurtainseee rere I mS Suits Meens cu eee 38 2 
Child’s Dresses. .... 38 B 

Play Dresses with 
Bloomers......... 27 2 
Curtains ie 25 2 
Draperies.......... 25 2 

Laundry and Sewing 

Bags eeuea ewer 23 2 
Miscellaneous....... 9 ye 
POta Let ae rn ett 1,376 100 ‘Lotalawece ano 1,160 100 








*1,083 consumers reported, in some instances naming several ‘“‘principal’’ uses. 
f962 consumers reported, in some instances naming several uses. 


EXHIBIT 6 


RELATIVE IMPORTANCE OF SPECIFIED FAcToRS IN PURCHASE OF GING- 
HAMS FOR CHILDREN’S GARMENTS AND FOR ADULTS’ GARMENTS, 
AS REPORTED BY CONSUMERS INTERVIEWED IN MARKET 
SURVEY MApDE FOR THE HANOVER Cotton MILLs 











CHILDREN’S GARMENTS* ADULTS’ GARMENTST 
Relative Relative 
Factor Importance, Factor Importance, 
Percentaget ’ Percentaget 
Brice eee sha ccni re ee td 55 PrICe me ered ie ere 56 
Bran ceen te ate ee ree. 13 Brand yircested eos ohana 16 
(Gol Siiens o Mates s oem 64 Goloring cop tues cen eters 70 
Fastness of Color...... 61 Fastness of Color....... 56 
IDeSigomit me ese eos Gio: 59 Weston ae eee enecouuete 65 
Oualityane cere mae 66 Ovelitvanmee tem rcoseecai 70 
Durabilitvemecrr oir 56 Durability ag reeieeer 44 
Shirin kage mien nein ee 26 SITTIN C1 meee ieee 23 





*58r consumers reported. 

71,068 consumers reported. 

iThe consumers were asked to rank the eight factors in the order of their importance for 
children’s garments and for adults’ garments, On the basis of those rankings the relative impor- 
tance of each factor was determined; the maximum possible score for each factor was 100%. 
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On the questionnaire eight factors which might influence con- 
sumers in purchasing gingham were listed. The consumers were 
asked to arrange those factors in what they believed to be the 
order of their importance in the purchase of gingham for chil- 
dren’s garments and for adults’ garments. On the basis of these 
rankings the eight factors were given the relative values shown 
in Exhibit 6. 

Another question on the questionnaire used for consumers was, 
“What Criticism Have You of the Ginghams You Have Used?” 
Six hundred twenty-five women reported criticisms. Exhibit 7 
lists those criticisms and shows the number of times each was 
mentioned. 

EXHIBIT 7 


CRITICISMS OF GINGHAMS REPORTED BY 625 CONSUMERS INTERVIEWED 
IN MARKET SURVEY MADE FOR THE HANOVER CoTTON MILLS 











Criticism Meo Percentage 

AC OS Seeralctan eee cress tetas ead meee eV oes EOI 340 9 
Shrinks savas o sassea ea clejergia ors ae cima ie Senate eG 269 I 
Golorsirun (Gites cals cokes. Gee teen ices oars 57 7 
EL OO NATTO Wc uak en cretee re te ae wei ot: eee efoto 3 42 5 
Price: too high S22 seecho eh ew oe en eee eee: 30 a 
Boor.quality os sory ers toe cee antec eet 19 2 
Wear poorly 3 ccincect bacon, orale bie bree oe 17 2 
INotiatcool: material Wapato eee 16 2 
Pomnotlaunder:welll vaca oe oe 13 T 
POOK, PAttErns: sone icin ceo views tue to eehsacmoret serena: 12 I 
Defcientzin: colors san ote eae eee ees II I 
Hard to match and not printed straight.......... II I 
‘Chey draw, up 20s eee ee eee 10 I 
POO TIA VC acek ect cetead ee IOC AEs eerie 10 I 
Getisoiled: too easily | veces sem hed osname 7 I 
Weavenot soit enough asia nee 5 I 
Golors not delicate enoueh mere terete tee 4 1 
Weave not light enough...................200-- 4 
HLooshard:COwrOnen, mde ike detente seen oe eee Ieee: 2 

Ota sara a stevere sc vere eee er eae rer oe ener ce meray ste 879 100 





CoMMENTARY: A part of the recommendation of the advertising 
agent reads: “By continuous advertising which features the things of 
fundamental interest to women who use ginghams, the company can 
make its own brand names the equivalents of the qualities which women 
want in ginghams so that they will come to be household words, as are 
the names of many other products. The brand names of the Hanover 
Cotton Mills will be further emphasized by their relation to the style 
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featured. A given style should be definitely connected with a certain 
brand.” 

In that statement the advertising agent showed his failure to appre- 
ciate the need for differentiating between the various qualities which 
women want in ginghams. Extensive advertising of particular brands 
of gingham cloth would not influence consumers to prefer the designs 
or colors in which those brands were made, while consumers’ con- 
fidence in qualities such as fastness of color and durability could be 
enhanced by advertising. Gingham cloth involved a style factor and 
therefore presented a merchandising problem quite different from that 
of staple merchandise such as groceries, for example. 

One of the chief points in this case depends upon the interpretation 
that is given the advertising agent’s recommendation that “a given 
style should be definitely connected with a certain brand.” Interpreted 
literally, that recommendation clearly is inconsistent with the merchan- 
dising of seasonal style goods. Inasmuch as styles change from season 
to season, there would be no continuity of brands and little opportunity 
for establishing a brand reputation. Such a policy also would involve 
such a multiplicity of brands that it is not deserving of serious con- 
sideration. 

The major recommendation, that the company should enter upon 
an advertising program which would place its brands in a dominating 
position in the trade in ginghams, purports to be based on the results 
of the market survey which is therewith reported. It is proper, there- 
fore, to examine the recommendation in the light of the facts stated in 
the report on the survey. 

The question, “What Brands of Domestic Ginghams Do You Carry?” 
was answered by ror dealers, who reported 230 brands carried, includ- 
ing many duplications, of course. That was an average of approxi- 
mately two brands per store. The four brands of the Hanover Cotton 
Mills, however, were reported in only 25 instances, or, if the average 
is applied, by only 12 stores. If this report was based on a typical 
sample, then the Hanover Cotton Mills had poor distribution and its 
sales and advertising programs should have been planned with a view 
to improving this condition. The advertising program for a company 
with poor distribution is quite different from that for a company with 
good distribution. If the survey did not cover a typical group of stores, 
then its dependability is open to doubt. 

The fact that 25 of the brands mentioned by consumers (Exhibit 4) 
were not included in the list of brands carried in the stores visited 
(Exhibit 2) might raise a further question as to the dependability of 
the survey. Such a discrepancy as this should at least have been ex- 
plained in the report. 
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The answers to the question, “What Do You Think Determines the 
Consumer’s Selection of a Particular Gingham?” show that pattern, 
quality, style, and color were predominant; brand was of little influ- 
ence. The replies obtained from consumers as to the relative impor- 
tance of various considerations in the purchase of ginghams likewise 
indicated that brand was of minor consequence. The answers to the 
question, “What Brands of Ginghams Do You Know?” however, seem 
to prove that the relatively slight influence of brand on consumers’ pur- 
chases of ginghams was not the result of ignorance of brands. 

From the evidence just referred to, there seems to be a clear implica- 
tion that consumers prefer to select patterns, styles, and colors which 
please their taste, with only secondary consideration of the brands on 
the cloth. Gingham cloth is a typical shopping good and this process 
of selection of merchandise by consumers is typically shopping. Hence, 
the facts in the survey indicate that should the Hanover Cotton Mills 
have attempted by advertising to make its brands dominate the con- 
sumers’ minds to a point where they would insist on Hanover brands, 
its advertising would have run counter to ingrained buying habits and 
motives and would have had small chance for success. 

The information obtained from this survey indicated that in its 
advertising the Hanover Cotton Mills should have associated such 
qualities as fastness of color and non-shrinkage with its brands. Those 
were qualities desired by consumers and they could not be judged by 
inspection at the time of purchase. If consumers could rely upon the 
company’s brands to give satisfaction regarding those qualities, then 
when the company’s patterns, styles, and shades were as attractive as 
those of competitors, the company could expect consumers to prefer 
the Hanover brands. Unless the patterns, styles, and shades were 
equally attractive, however, it was not reasonable to expect a brand 
reputation or extensive advertising to offset a primary advantage en- 
joyed by competitors.* Advertising cannot be relied upon to take the 
place of skill and judgment in designing. For shopping goods advertis- 
ing performs a different service from that which it renders for con- 
venience goods or specialty goods. 


November, 1925 Maroc. 


® See also in this connection the case and commentary of the Margate Company, 
2 H.B.R. 182. 


L. P. Paxton Company! 
MANUFACTURER—SHIRTS 


MERCHANDISING—Shifting of Style Risk from Manufacturer to Converter. 
A manufacturer of high-grade shirts was offered, by a converter, several 
fancy patterns of figured cotton broadcloth. The converter stated that 
those patterns were being purchased extensively. The company ordi- 
narily desired to have several exclusive style patterns in its line of 
samples. The converter’s offerings were considered suitable novelties 
for the company’s line. Although the converter refused, because of the 
style risk, to make up stocks of the patterns subject to the company’s 
orders as needed, the company decided to purchase a supply of the 
patterns. 


(1922) 


The purchasing agent of the L. P. Paxton Company, while in 
New York in the spring of 1922 for the purpose of buying cloth 
for the company’s fall line of shirts, was shown by a large con- 
verter several fancy patterns of figured cotton broadcloths which 
the converter said were being purchased extensively. The pur- 
chasing agent asked the converter to furnish him with enough 
material of the fancy patterns to make up a sample line of shirts 
and to agree to maintain sufficient stock to fill reorders for the 
material. This, however, the converter was unwilling to do, since 
it would involve the risk of having a surplus stock of seasonal 
style merchandise left on his hands. The purchasing agent then 
had to decide whether to order a supply of the broadcloths. 

The L. P. Paxton Company purchased grey cotton cloth 
through brokers, fabrics with woven designs from mills or mill 
selling agents, and bleached and printed fabrics, such as were 
offered in this instance, from converters. The cloth which the 
company purchased in the grey was converted on the company’s 
account and finished in accordance with its specifications. The 
company bought designs from several New York designers, ordi- 
narily paying $3 for patterns of one color and more for patterns 
of two or three colors. These designs, which were merely draw- 
ings, were sent to the finisher, who engraved them on copper 
rolls which became the property of the L. P. Paxton Company. 
This converting was undertaken by the company usually in 





1 Fictitious name. 


3°97 
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order that it might have exclusive patterns, or at least patterns 
which could not be copied in less than six or eight weeks. 

The company’s orders for grey cloth were placed through 
brokers who specialized in the kinds of fabrics that the company 
used. The company usually confined its purchases to two or 
three grey goods mills, the products of which were of a known 
standard of quality, although it solicited offers from several 
brokers. The purchasing agent did not buy directly, since most 
of the mills sold as cheaply through brokers as they did directly. 
In most instances the broker was allowed his 1% commission by 
the mills on direct sales to his customers. The buyer for the L. 
P. Paxton Company also believed that it was to his advantage to 
buy through brokers inasmuch as he did not have time to keep 
in constant touch with the market. By securing competitive bids 
from brokers who were thoroughly familiar with the market, he 
believed that he usually obtained the lowest prices. In buying 
grey goods, it was necessary to buy in warp lengths of from 100 
to I10 pieces, 60 yards to a piece. This cloth was bought on 
terms of 2%, 10 days, net 60 days. From 6 to 8 weeks were re- 
quired for the converting process. 

In buying cloth with woven patterns, the company placed its 
orders directly with the mills or their selling agents. To secure 
an exclusive pattern the company was obliged to buy a minimum 
of about 55 pieces, 60 yards to a piece, of the pattern. At least 
two months were required for the run of a pattern. The terms 
were similar to those for grey cloth. Purchases could be made 
in lots of from 8 to 1o pieces if exclusive rights to the pattern 
were not desired. 

The company also ordinarily could purchase converted fabrics 
in lots of from 8 to 10 pieces from converters, but received no 
exclusive rights to the patterns. Converters bought cotton cloth 
in the grey, that is, unfinished as it came from the looms. They 
then had the grey cloth bleached, singed, printed, or dyed, accord- 
ing to their specifications.2 The converters developed patterns 
which they expected to sell for various purposes, some converters 
specializing in shirt materials, others in dress goods. When 
these patterns were made up into samples, orders were secured 
from cutters-up, such as the L. P. Paxton Company, and from 





* See Bureau of Business Research, Harvard University, Bulletin No. 56, Distri- 
bution of Textiles, pp. 39, 41. 
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wholesalers, and the cloth, which had been stored in the ware- 
house of the finishers, was ordered to be finished. Most con- 
verters did not operate finishing plants, but had the goods finished 
on commission by companies organized for that purpose. The 
converters either bought the designs from professional pattern 
designers or had them developed in their own designing rooms. 
The designs were then sent to the finishers where they were en- 
graved on copper rollers. One roller was required for each color 
appearing in a design. This engraving process required approxi- 
mately two weeks, an interval about equal to the usual time that 
the grey cloth was in transit from the cotton mills to the finishing 
works. The finishing of grey cloth in accordance with the order 
of a converter required from five to seven weeks. 

A minimum order customarily accepted by a finisher was ap- 
proximately 10,000 yards. The price paid for the finishing was 
on a yard basis and varied according to the amount of work re- 
quired. Bleaching, for instance, incurred the lowest charge, 
while the charge was highest for printing several colors. An 
allowance of 214% was made to the finisher for imperfections 
and shrinkage in the finishing process. Thus, if 10,000 yards 
were sent to the finisher, he was required to deliver only 9,750 
yards of finished goods. 

The converter who showed the fancy patterns to the purchas- 
ing agent of the L. P. Paxton Company in the spring of 1922 
was operating a typical converting business. The price which he 
quoted on the fancy broadcloth was 63 cents a yard. This was 
from 15 cents to 18 cents higher than the price of the same kind 
of cloth finished in plain white. The cost of converting the fancy 
broadcloth, as the purchasing agent knew, was about 6 cents or 
8 cents a yard above the cost of finishing plain white cloth. The 
patterns, however, were so original and of such fancy style as to 
make the converter’s risk greater than for plain material or for 
less fancy patterns. Since the patterns were shown in confidence 
by the converter, the buyer was not free to have them imitated 
by his company’s designers, although it was probable that, if 
figured shirts became popular, many imitations would be brought 
out soon after the goods appeared on the open market. 

The L. P. Paxton Company estimated that if it made shirts of 
this fancy broadcloth the retail price would be about $5 each. 
Since the prevailing mode for the preceding three or four seasons 
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had been white, consumers might be unwilling to pay so high a 
price unless there was a decided style swing toward the use of 
fancy patterns in shirts. After returning to the factory, the 
buyer consulted with the company’s salesmen and branch man- 
agers, and also with retailers, and concluded that patterns of 
figured and striped materials would be moderately popular in 
the autumn. Since the Paxton line had a reputation for style 
leadership, it seemed essential that it should contain some fancy 
numbers. If the demand materialized, as predicted by the con- 
verter, and the L. P. Paxton Company was not prepared for it, 
there would be a delay of at least six weeks before orders for 

shirts in fancy patterns could be filled. If, however, the demand 
- materialized and the company was prepared, it would be in a 
favorable position because the gross margin on such novelty lines 
was larger than on staple numbers. The reputation of the com- 
pany for style leadership also would be enhanced. If a large 
order were placed and the demand did not materialize, the shirts 
-would have to be sold at reduced prices and the company would 
be obliged to take a loss of from 20 cents to 30 cents a yard on 
all its purchases of fancy cloth. 

Another objection to a purchase of the fancy broadcloths was 
that other manufacturers might use that cloth in making shirts 
of a grade inferior to that of the L. P. Paxton Company’s shirts. 
Manufacturers, by cutting the shirts 28 yards instead of 32 yards 
to the dozen, could make them up to sell for $2 or $3 less per 
dozen than the Paxton Company would be obliged to ask. Al- 
though this smaller yardage would detract from the fit of the 
cheaper shirts, there would be no readily observable differences 
between those shirts and the Paxton line when they were folded 
for display. Those other shirt manufacturers also were likely to 
use lower quality buttons, thread, and workmanship on the shirts. 
Because the patterns were fancy, attention would be called to the 
difference in price between shirts made by the L. P. Paxton Com- 
pany and those made up more cheaply; and, except among those 
consumers who readily could appreciate the difference in quality, 
the Paxton shirts would acquire an unwarranted reputation for 
high price. 

Despite the risks that were involved, the buyer decided to 
place an order with the converter for the figured broadcloths. 
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ComMENTaRY: The central point in this case is the request which 
the buyer made that the converter permit him to buy enough cloth of 
the fancy patterns to make up a sample line of shirts and protect him 
on reorders. The buyer was seeking to obtain a substantial advantage 
in being able to include the fancy patterns among the company’s sam- 
ples and at the same time to avoid the risk of loss from style deprecia- 
tion if the patterns did not prove to be popular. 

Inasmuch as the converter had incurred the expense of preparing 
the patterns, he clearly was warranted in exploiting them as fully as 
possible. He had assumed the initial risk, and he should have retained 
a free hand for disposing of his entire stock expeditiously. The L. P. 
Paxton Company, furthermore, was seeking to maintain style leader- 
ship. That position required that the company carry the risk of intro- 
ducing new patterns. The company could not properly expect to shift 
that risk while retaining leadership. The buyer undoubtedly recognized 
these facts and did not actually expect the converter to grant his 
request. 


October, 1925 Mitac. 


Henry B. LELAND Company! 
RETAILER—SHOES 


MERCHANDISINGC—Premature Purchase of Style Merchandise. The company, 
which operated a retail shoe store in a town in the Middle West, placed 
an order during the depression that followed the crisis of 1920 for a 
style of shoes which was just becoming popular in the large eastern 
markets. The firm hoped thereby to stimulate lagging sales. Subse- 
quent experience proved that the purchase of that style was premature. 
for it did not achieve popularity until a later season, after the firm had 
sold at a loss the shoes received on the above order. 


(1920) 


On a buying trip to New England in September, 1920, Henry 
B. Leland, a shoe retailer of Castalia, Iowa, visited shoe factories 
in Brockton, Massachusetts. One of Mr. Leland’s chief objects 
on this trip was to secure information regarding style tendencies. 
At several factories Mr. Leland was shown men’s shoes of the 
style known as fancy brogues, which then were popular in the 
large eastern cities. The manufacturers urged Mr. Leland to 
include brogues in his selection of merchandise to supplement his 
other lines for the autumn of 1920 and to make plans to put ina 
large stock of brogues for the following spring season. 

Castalia, a town of 15,000 inhabitants, was the buying center 
for a normally prosperous agricultural district. Several small 
manufacturing enterprises were located there, but factory work- 
ers constituted only a small proportion of the population. The 
Henry B. Leland Company sold men’s, women’s, and children’s 
shoes of medium grades, and in 1919 had net sales amounting to 
$65,850. There were four other shoe stores in the town, two of 
which were larger and two smaller than the Leland store. Two 
department stores in Castalia also sold shoes. 

Mr. Leland regularly had placed his largest orders for shoes 
twice a year, in anticipation of the two main selling seasons. 
These orders usually were given to traveling salesmen represent- 
ing manufacturers or wholesalers. During the course of each 
season Mr. Leland generally had found it necessary to place fill-in 
orders, usually with wholesalers. The store never had made it a 


1 Fictitious name. 
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policy to feature novelty styles. When the vogue for colored kid 
shoes for women had reached Castalia, about one year after they 
had begun to sell popularly in New York, Philadelphia, and Bos- 
ton, those styles had been featured successfully by other shoe 
retailers in Castalia, especially by the two local department stores, 
before Mr. Leland had realized the strength of the demand for 
them. He had decided then not to overlook important style de- 
velopments in the future. 

Retailers in Castalia, in common with retailers in most parts 
of the country, had felt the effects of the so-called “buyers’ 
strike” in the spring and summer of 1920. Mr. Leland had can- 
celled part of his fall orders, reduced prices gradually, and 
bought cautiously in filling in his summer lines. Shoe retailers’ 
trade papers at that time had begun to emphasize the necessity 
of achieving a more rapid rate of stock-turn and had urged shoe 
merchants to buy small lots of the latest styles in order to stimu- 
late sales of their old stocks. Predictions were freely made that 
style would be one of the chief factors in the spring trade of 
1921. It was apparent to Mr. Leland at that time that style 
novelties were constituting a considerable part of his sales of 
women’s shoes. 

Mr. Leland placed orders for fancy brogues in accordance with 
the recommendations of the manufacturers. The sales of the 
new style were small in Mr. Leland’s store during the spring 
season in 1921, despite the fact that no other store in the city 
offered the style. At the end of the season Mr. Leland closed out 
his stock of brogues at a loss. During the next season, however, 
a substantial demand for brogues developed in Castalia. 


CoMMENTARY: The results in this case are what might have been 
expected. We are not concerned here with the question of how a new 
style originates, but rather with the manner in which it spreads. This 
case illustrates the course of its spread in one direction—from the 
metropolitan markets to smaller cities and towns. The spread of 
a new style is caused chiefly by the buying motive of emulation. 
Obviously, then, the new style must be established at some point be- 
fore the buying motive of emulation can become operative. In this 
instance the style was too new for the customers of Mr. Leland’s store 
to be acquainted with its coming popularity; hence they were not pre- 
pared to respond to the motive of emulation. 
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This experience illustrates the fact that in merchandising seasonal 
style goods it is as disadvantageous to purchase a new style prema- 
turely as it is to overstay the market, as was done by the Cascade 
Department Store.2. The essence of success in style merchandising lies 
in timing the entry into and exit from the market for each style so as 
to exploit its popularity fully. The proper time for entry and exit is 
not the same for all types of stores or, as this case indicates, for all 
localities. 


November, 1925 M; TC: 
2 See page 287. 





Puipps Hostery Company! 
MANUFACTURER—HOSIERY 


Propuct ADAPTATION—Change from Staple Product to Style Product to 
Meet Consumer Demand. The company was well known as a manu- 
facturer of durable, low-price hosiery. The growing importance of 
style and variety as consumer buying motives for hosiery led the com- 
pany to manufacture and direct its sales emphasis to hosiery designed 
to meet those requirements. 


Propuct ADAPTATION—Change of Product to Meet Consumers’ Desire for 
Economical Emulation. The company was well known as a manufac- 
turer of durable, low-price hosiery. Because of the growing consumer 
demand for varied and stylish hosiery, the company began to manu- 
facture, for sale at comparatively low retail prices, hosiery resembling 
high-price style goods then on the market. 


ADVERTISING—Selection of Appeals. The company, an established manu- 
facturer of durable, low-price hosiery, began to manufacture hosiery 
designed to appeal to consumers’ demand for style. That hosiery sold 
at comparatively low retail prices. In its advertising of the new hosiery 
the company emphasized both style and price. 


(1923) 


In 1922 the Phipps Hosiery Company, located near Phila- 
delphia, was well known for the durable, low-price hosiery which 
it had been manufacturing for more than 20 years.2, The com- 
pany manufactured men’s half-hose to retail for 15 cents to 35 
cents a pair, children’s stockings also to retail for 15 cents to 35 
cents a pair, and women’s stockings to retail for 25 cents to 75 
cents a pair. Durability, low price, and comfort were the out- 
standing characteristics of Phipps hosiery. 

The executives of the company realized that in the decade pre- 
ceding 1922 there had been a marked change in the character of 
consumers’ demands for hosiery. The executive had observed 
that women of the type which in 1910 purchased comfortable, 
durable, black stockings made of combed cotton yarn or of lisle 
yarn, were demanding, in 1922, silk stockings in many colors, 
woolen stockings for sport wear, and stockings of wool and silk 





1 Fictitious name. 
2 See also Phipps Hosiery Company, 2 H.B.R. 35, 
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mixtures, decorated with clocks and fancy stitches. This changed 
character of demand was hampering seriously the sale of Phipps 
hosiery. The executives, consequently, contemplated undertak- 
ing the production of hosiery of greater variety and higher quality 
in an effort to appeal to what they believed had come to be the 
chief buying motives for hosiery. 

When the mills of the Phipps Hosiery Company were produc- 
ing at capacity, 60% of the hosiery manufactured was for women, 
25% for men, and 15% for children. All hosiery produced by 
the Phipps Hosiery Company was seamless. A seamless stock- 
ing was knitted on a circular machine and was made in one un- 
broken piece. The stockings produced on most seamless machines 
had the same number of stitches in the ankle as in the leg. Prior 
to 1918, a seamless stocking was shaped by shrinking the ankle, 
placing the stocking on a form, and applying steam. This process 
had not been altogether satisfactory; seamless stockings had 
tended to lose their shape after they had been laundered several 
times. From 1918 to 1923, machinery for making seamless 
hosiery had been improved so that the yarn was knitted under 
greater tension at the ankle than at the top, with the result that, 
although there was the same number of stitches at the ankle as 
in the leg, the stocking was shaped permanently. In addition, a 
mock seam was sewed down the back, so that in appearance a 
seamless stocking resembled closely a full-fashioned stocking. 

A full-fashioned stocking was knitted on a flat machine, fash- 
ioned to the proper shape, and then sewed together. Thus, such 
a stocking had a seam extending down the full length of the back. 
In that they fitted the ankle better and permanently held their 
shape, full-fashioned stockings were greatly superior to the old 
type of seamless stockings. The difference between full-fash- 
ioned stockings and the improved type of seamless stockings, how- 
ever, was by no means so great. Inasmuch as machinery for full- 
fashioned hosiery was more expensive than machinery for seam- 
less hosiery and could not produce so many pairs of stockings in 
a given time, and since labor costs were much greater for full- 
fashioned stockings, full-fashioned stockings sold for higher prices 
than did seamless stockings. The executives of the Phipps Hos- 
iery Company were not convinced that the superiority of full- 
fashioned stockings to seamless stockings made by the most im- 
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proved methods was sufficient, from the consumer’s point of view, 
to justify the price differential. It was apparently true that 
many consumers did not know the real differences between full- 
fashioned and seamless stockings, but only that the former were 
supposed to fit better. 

Coincidently with the changing character of consumer demand 
for hosiery from 1910 to 1922, sales of full-fashioned stockings 
as compared with sales of seamless stockings had increased ap- 
preciably. In 1923, however, because of the improvements which 
had been made in the manufacture of seamless hosiery, there 
appeared to be a real question as to whether this tendency was 
to continue. At that time, the company estimated that about 
25% of the hosiery sold in the United States was full-fashioned 
and about 75% seamless. The executives were of the opinion 
that there was an excellent opportunity for an established manu- 
facturer of seamless hosiery to produce stylish and attractive 
hosiery to retail at prices lower than the prices of full-fashioned 
stockings. 

In order to take advantage of that opportunity, the executives, 
in 1923, decided to place the entire sales emphasis upon hosiery 
made to retail for 75 cents and $1 a pair. Women’s stockings of 
pure silk and fiber silk and men’s half-hose of pure silk were lead- 
ing styles which retailed for $1 a pair. Women’s stockings made 
of a wool and cotton mixture sold at retail for 75 cents a pair; the 
same style with fancy clocks sold for $1. The company produced 
men’s half-hose of gassed mercerized cotton yarn to retail for 
50 cents a pair. In addition it made a small quantity of men’s 
half-hose of high-quality wool to retail for $1.25 a pair, and a 
small quantity of women’s pure silk stockings to retail at $1.50. 
The company continued to produce the cheaper grades of men’s 
and women’s hosiery to retail at prices from 25 cents to 75 
cents, but devoted little sales effort to those grades. The com- 
pany produced children’s hosiery to sell at retail for 25 cents to 
50 cents a pair. In 1923 there were about 19 styles of Phipps 
hosiery for women, 7 styles for men, and 4 styles for children. 
The number of shades in which stockings of the different styles 
were made varied. The standard pure silk and fiber stockings 
for women were made in 22 shades, mostly greys and browns. 
Some of the other style numbers were made in fewer shades. 
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The company instituted a campaign of national advertising for 
its new quality of hosiery, which was called Monarch Phipps. 
The following statements illustrate the selling points stressed by 
the company. An advertisement appearing in a trade magazine 
regarding the new type of hosiery manufactured by the com- 
pany announced that: “Trim fit, luster, fashionable colors, 
strength, and good style are the characteristics necessary in hos- 
iery for the well-dressed woman. Such are the characteristics of 
Monarch Phipps hosiery and yet they retail for $1 a pair. Every 
woman who has weighed good looks with economy will find re- 
markable value in this hosiery. The beautiful packing is as 
attractive as the hosiery. Monarch Phipps includes stockings not 
only of pure silk reinforced with fiber but also of clocked wool 
and cotton mixtures. Long experience and volume production 
enable the Phipps Hosiery Company to offer handsome hosiery 
for $1 a pair.” 

An advertisement which the company inserted in a leading 
national weekly was headed: “Do You Desire Remarkable 
Value? One Dollar a Pair of Monarch Phipps Hosiery.” This 
heading was followed by these statements: “One dollar a pair 
solves the problem of securing handsome hosiery to match your 
shoes and frocks. Monarch Phipps gives assurance that your 
stockings are designed to prevailing style, are lustrous, sheer, and 
beautiful. You may purchase these long-wearing, trim-fitting 
stockings for $1.’ Another advertisement was headed: “One 
Dollar Sccures the Characteristics of Expensive Hosiery.” This 
advertisement went on to say: ‘Do you appreciate the fact that 
it is no longer necessary to pay high prices and that $1 will pur- 
chase a pair of stockings of high quality and good looks?” In 
another advertisement addressed primarily to men, these state- 
ments were made: “Your wife knows she can obtain remark- 
able value in Monarch Phipps hosiery. You can secure the same 
satisfaction and economy in socks of pure, heavy silk, in silk 
and fiber, and in wool and cotton mixtures.” 


CoMMENTARY: The company’s advertising plan in general was suited 
to the product. The factory which the company operated was equipped 
to produce hosiery lower in cost and less popular in style than full- 
fashioned hosiery. This circumstance did not preclude the entry of the 
company into the manufacture of style merchandise; but it did render 
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it necessary for the company to cater to a different market, to operate 
in a later stage of the style cycle. The dominant buying motive to 
which the company could appeal was economical emulation, that is, to 
the desire of consumers to keep up with styles without paying high 
prices. 

In the company’s advertising, the emphasis should have been pri- 
marily on style, with prominent reference to price. This objective was 
partially attained in the advertisements quoted. The second advertise- 
ment, however, would have been stronger if some phrase such as 
Hosiery to Match Your Shoes and Frocks had been substituted in 
the headline for Do You Desire Remarkable Value? The fact that 
the company found it advisable to change its output from staple goods 
to style merchandise proves that style came first in the minds of the 
consumers who purchased Phipps hosiery; price was secondary. 


April, 1926 MaLoG; 


BowMAN Company! 
DEPARTMENT STORE—RUGS 


MERCHANDISING—Introduction of New Line of Competing Goods. The 
buyer for the rug department of the company’s department store was 
undecided whether to buy 18 Wilton rugs or to buy 12 Wilton rugs 
and 6 rugs of a type just placed on the market. Rugs of the new type, 
unlike Wilton rugs, were seamless. They were slightly higher in price 
than Wilton rugs of comparable quality and size, and the assortment 
of colors and patterns was smaller. The manufacturer was willing to 
give the company the exclusive agency for the rugs in its city if the 
company purchased 6 immediately. 


(1921) 


In November, 1921, the buyer for the rug department of the 
department store operated by the Bowman Company went on a 
buying trip to place orders for rugs to be delivered in April and 
May, 1922. He learned that the Norris Rug Company,’ of Wor- 
cester, Massachusetts, was producing a new type of rug under 
the name of Belgian Tufted Fabric. This rug, which was manu- 
factured only in the 9 by 12 size, resembled a 13-wire Wilton 
rug as to quality, but was seamless instead of being made in 4 
sections stitched together as was a Wilton rug. The rug depart- 
ment of the Bowman Company’s store had established a reputa- 
tion for carrying medium-grade rugs in a wide variety of colors 
and patterns. The sales records for that department indicated 
that $135 was the most popular selling price for 9 by 12 rugs, 
although the store sold rugs of that size at prices ranging from $75 
to $250. 

The Bowman Company’s store was located in Atlanta, Georgia, 
and sold a medium grade of merchandise. A majority of the 
store’s customers were white, although a substantial volume of 
sales was made to the negro population. 

The Norris Rug Company had enlarged its factory in order to 
accommodate the large looms required to weave the one-piece 
rugs. Although it was the first company to produce seamless 
rugs, it held no patent on the process or the machinery, and other 
rug manufacturers probably soon would install the necessary 
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looms, provided that the seamless rugs proved to be popular. 

The buyer for the Bowman Company was shown six sample 
Belgian Tufted Fabric rugs in a variety of colors and designs. 
The president of the Norris Rug Company was enthusiastic about 
this new product and talked personally to the buyer. The presi- 
dent stated that the elimination of seams probably doubled the 
wearing quality of the rugs. The buyer admitted that practically 
7570 of the complaints that he had received concerning Wilton 
rugs during his nine years’ experience in rug departments had 
been to the effect that the rugs showed wear along the seams while 
the bodies of the rugs still were unworn. The seamless feature 
added to the attractiveness of the rugs, since there were no seams 
to mar the smoothness of the rugs’ surfaces. The president stated 
that eventually better material could be used in these rugs than 
in Wilton rugs sold at the same prices, since the expense of sizing 
and stitching was eliminated by the new process, and since this 
saving would more than offset the initial expense of installing the 
necessary new machinery. 

The net cost of the 9 by 12 seamless rugs delivered at the Bow- 
man Company’s store would be $93.80 each. The normal rate 
of mark-up in the rug department was 33% of the selling price. 
If this rate were applied, the rugs could be sold at retail for $140 
each. 

The seamless feature of the rugs appealed to the buyer, but he 
was not favorably impressed by either the colors or the patterns 
of the samples shown. The salesman for the Norris Rug Com- 
pany said that he just had received an order from one of the 
largest department stores in Boston for 24 seamless rugs made 
up in the colors and patterns of those samples. The buyer re- 
plied that, because of territorial differences in demand, rugs of a 
color and pattern which sold readily in Boston often could not 
be disposed of except at a sacrifice in Atlanta. The salesman 
admitted that the assortment of colors and patterns in which 
the seamless rugs were made still was limited, but stated that 
the seamless feature would offset this slight disadvantage. The 
buyer, however, believed that customers were more interested in 
the colors and designs of rugs than in any other factors. He 
stated that a rug in colors and pattern which appealed to his 
clientele could be disposed of almost regardless of quality or of 
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price. On the other hand, a rug of exceptional quality was very 
difficult to dispose of at any price if the colors and pattern did 
not appeal to consumers. 

Before the buyer was willing to place an order for the Belgian 
Tufted Fabric rugs he looked at Wilton rugs similar to the ones 
which had sold satisfactorily in his department during the pre- 
ceding year. A high-grade Wilton rug comparable to the seam- 
less rugs in quality and more desirable in the buyer’s estimation 
as to colors and design could be bought for $82.50, to retail for 
$135 if the usual gross margin were obtained. 

The president of the Norris Rug Company was eager to secure 
distribution of the seamless rugs and offered to give the Bowman 
Company the exclusive agency for those rugs in Atlanta if the 
buyer would order six of them immediately. The president as- 
sured the buyer that within a year the assortment of colors and 
patterns would be as good in the seamless rugs as in Wilton rugs. 

The buyer had planned to purchase 18 9 by 12 Wilton rugs 
to retail for $135 each. After his talk with the president and the 
salesman of the Norris Rug Company, he was undecided as to 
whether he should buy 18 Wilton rugs or 12 Wiltons and 6 Bel- 
gian Tufted Fabric seamless rugs. He was of the opinion that 
the store might be unable to secure the exclusive agency for the 
seamless rugs later. 


ComMMENTARY: The question in this case was regarding the relative 
influence of appearance—color and design—and durability as buying 
motives. The difference in price between the two types of rugs was too 
small to sway the purchase in either direction. Both attractive appear- 
ance and durability are desirable qualities in such articles as rugs, but 
in this instance the less durable articles had the more desirable colors 
and patterns. If both types of construction were equally well known 
to consumers, the rugs which were the more attractive in appearance, 
even though less durable, would be chosen by many consumers. The 
customers of the Bowman Company, however, were familiar with 
Wilton rugs and unacquainted with Belgian Tufted Fabric rugs; hence 
they would not have felt themselves at a disadvantage in purchasing 
Wilton rugs although the Belgian Tufted Fabric rugs were stated to 
have superior wearing qualities. Those consumers, furthermore, who 
found the appearance of the Belgian Tufted Fabric rugs unattractive 
would be deterred rather than stimulated to purchase by reference to 
the durability of those rugs, for they would not look forward with 
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pleasure to living for a long period of time with rugs of which they 
did not enjoy the appearance. 

The offer of the exclusive agency should not have influenced the Bow- 
man Company’s buyer. During the initial period, the Belgian Tufted 
Fabric rugs would have been harder to sell than Wilton rugs, hence a 
less advantageous purchase for the store. By the time that the Norris 
Rug Company had developed attractive patterns, it was quite possible 
that other manufacturers would be producing equally attractive rugs of 
the same type. A purchase of Belgian Tufted Fabric rugs, therefore, 
was not advisable for the Bowman Company in November, 1921. 


July, 1926 MS DEC. 


JorpAN WatcH ComPANY* 
MANUFACTURER—WATCHES 


Apvertisinc—Selection of Appeals. Some of the competitors of the com- 
pany, which manufactured high-grade watches, stressed, in their adver- 
tisements, the durability of their timepieces, and some emphasized style. 
The company planned to advertise its watches extensively in national 
mediums and had to determine whether to make use of a seasonal style 
appeal or to stress durability. 


(1922) 


The Jordan Watch Company for more than 20 years had 
manufactured men’s and women’s high-grade watches, making 
cases as well as movements. These watches were sold in jewelry 
stores, and the retail prices ranged from $60 upwards. The firm 
had spent much time and had incurred heavy expense in per- 
fecting its product. It had reason to believe that Jordan watches 
were fully as dependable and durable as were the products of any 
other American watch manufacturer. In 1922, being fully satis- 
fied as to the quality of its product, the company planned to 
inaugurate an extensive program of advertising in national me- 
diums. 

One of the strongest competitors of the Jordan Watch Com- 
pany in sales work and advertising had stressed the accuracy and 
dependability of its timepieces. An advertisement published by 
another competitor, however, in a jewelry trade paper in 1921 
stressed style and read as follows: 


Topay It’s StyLE Tuat SELLS 


There is no use denying the tendency “to go without things” 
that exists today. 

Many a man has said to himself, “I’ll wear the old watch a 
little longer and won’t buy the new one just yet.” 

There is just one thing that will move him to get out of that 
“won’t buy” attitude and decide to purchase the new watch NOW. 

That one thing is a stylish case and dial design that just exactly 
strikes his fancy and arouses his desire to carry that particular 
watch. 

Of course he wants to be sure of accuracy and service at the 
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Same time and will not buy an unknown, unstandardized time- 
piece which has nothing to recommend it but design. 

But style is the thing that swings the sales quickly. The jeweler 
who features . . . . watches in the late models with the new 1921 
dial and case originalities is splendidly equipped to get this busi- 
ness and he knows that... . accuracy may be depended on to 
keep the customer permanently satisfied. 

Write for colored illustrations of new dial effects. Get this 
added stimulus behind your watch business now. 


The style appeal also was used by a prominent maker of watch 
cases in the following advertisement appearing in another jewelry 
trade paper in rg2t: 


New Srytes Buitp New Bustness 


The new motor cars are known as 1922 MODELS. 

Merchants who sell clothing, shoes, and hats, will soon be an- 
nouncing “THE NEW SPRING STYLES.” 

If we American Jewelers are to sell more watches, we must dis- 
play new watch merchandise, advertise new watch styles, and 
educate the public to lay those old heirloom watches away in the . 
“memory chest” beside Grandfather’s civil war uniform and Grand- 
mother’s wedding dress. 


In planning its advertising, therefore, the Jordan Watch Com- 
pany had to determine whether or not to stress such a style appeal 
for the watches which it manufactured. 


CoMMENTARY: Jordan watches were dependable in use and were 
durable. A seasonal style appeal would have involved an inherent con- 
flict with those buying motives, for the company could not with good 
grace commend its watches for their long and dependable life and at 
the same time urge consumers to scrap their watches in order to keep 
up with the fashion. Even though the company could not advisedly use 
the seasonal style appeal, however, it could stress the artistic appear- 
ance of its watches, backed up by durability and dependability in use. 
Artistic taste is not inconsistent with durability. 


March, 1926 Matec. 


DARTMORE PEN CoMPANY! 


MANUFACTURER—FOUNTAIN PENS 


DistTRIBUTION CHANNELS—Selection of Retail Distributors for Lower-Grade 
Product Added to High-Grade Line. In order to meet competition, the 
company, which manufactured fountain pens of high quality, decided to 
manufacture and sell fountain pens of lower grade and price. The 
company was undecided whether to rely for distribution of its new 
product upon retailers selling its high-grade pens or to attempt to secure 
distribution in retail stores selling lower grades of merchandise. 


(1920) 


At one time the Dartmore self-filling fountain pen was prac- 
tically the only one of that type on the market. In 1920, however, 
similar pens were made by several manufacturers. Dartmore 
pens were carefully manufactured of the best materials, and the 
total output was not large. In its sales promotion work the 
company emphasized the self-filling and non-leakable features 
of its pens. Dartmore pens were sold by jewelers and high- 
grade stationers; in some instances the manufacturer granted 
exclusive agencies. Dartmore pens always had been in the high- 
price class; retail prices in 1918 ranged from $6 upwards. Many 
Dartmore pens sold in jewelry stores were handsomely mounted 
with gold or silver and were popular for gift purposes. 

Prior to 1920 several competing firms had begun to manufac- 
ture self-filling, non-leakable pens which were sold at retail 
prices lower than the prices of Dartmore pens. The Dartmore 
Pen Company no longer could claim exclusive advantages for its 
product. Therefore, early in 1920, the company made plans to 
produce a self-filling, non-leakable pen in large quantities to be 
sold at retail prices ranging from $1.50 to $3. This new pen was 
to be of the same construction as the old one, but standards of 
materials and workmanship were not to be so high. Because of 
the lower price it was believed that the new pen would meet 
competition successfully. 

In marketing this new pen, the company was undecided 
whether to rely for distribution upon the stores that already were 
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selling its other line of pens or to attempt to obtain distribution 
also in stores selling lower grades of merchandise. 


CoMMENTARY: It clearly was necessary for this company to seek 
distribution for the lower-price pens in a much larger number of stores 
than were selling its high-price pens. There would be an advantage to 
be sure in restricting distribution to the old customers, among whom 
the company was well and favorably known, who were of good credit 
standing, and from whom orders probably could be secured with mini- 
mum sales effort. The experience of several other manufacturers who 
have put out new products that had to be sold to other groups of retail- 
ers than those selling the remainder of the lines has shown that much 
greater sales resistance is likely to be encountered in opening new 
markets than in selling the new products to the established customers. 

The lower-price pen, however, could be sold chiefly to a stratum of 
consumers who would commonly patronize stores of a different type 
from those in which the company’s high-price pens were sold. For 
cheap pens, furthermore, the company could expect consumer prefer- 
ence only and, consequently, dense distribution was desirable in order 
to avoid loss on sales through substitution in retail stores. 

The wisdom of the policy of putting out the lower-grade product is 
an issue which is not raised in this case. That policy involved trading 
down. This case illustrates one of the effects on methods of marketing 
of trading down when that action carries the product into a different 
class from that in which the company’s products previously have be- 
longed. 


October, 1925 Mate 


Breecu-Nut Packinc Company v. P. LortLtarp Company! 
MANUFACTURERS—-FOOD AND TOBACCO PRODUCTS 


TRADE-MARKS AND TRADE NAMES—Commercial Use as Prerequisite to Regis- 
tration. A company which manufactured a wide variety of foods but 
which did not manufacture or sell cigarettes sought to register a trade- 
mark for cigarettes. The United States Commissioner of Patents 
refused the registration, holding that right to a trade-mark for a par- 
ticular class of goods can be established only through actual commercial 
use of that trade-mark on that class of goods.? 


TRADE-MarkKS AND TRADE NAMEs—Ownership for Products of One Class as 
Not Establishing Ownership for Dissimilar Products. A company which 
manufactured various food products brought action in the United States 
District Court of New Jersey to obtain an injunction enjoining a manu- 
facturer of tobacco products from using on those products the same 
trade name that the plaintiff used on its food products. The court held 
that food products and tobacco products were “merchandise of different 
descriptive properties” and that the plaintiff by establishing its right to 
use the name on foods had not thereby established its right to use the 
name on tobacco products also.” 


TRADE-MarKsS AND TRADE Names—Change in Label as Not Constituting 
Abandonment. In a suit brought in the United States District Court of 
New Jersey to enjoin a manufacturer from further use of a trade-mark, 
the court held that the defendant had been justified in modernizing the 
label in which its trade name appeared and that in so doing the defend- 
ant had not abandoned its right to the trade name.” 


TRADE-MARKS AND TRADE NAmMES—Disuse as Not Constituting Abandonment. 
In a suit brought in the United States District Court of New Jersey to 
enjoin the defendant from further use of a trade-mark, the court held 
that the defendant’s action in not using the trade-mark for a period of 
three years had not constituted abandonment, since the defendant’s 
intent to abandon had not been established.? 


TRADE-MARKS AND TRADE NAMES—Use of Family Trade-Mark—(Commen- 
tary). In a suit brought by a manufacturer of food products to enjoin 
a manufacturer of tobacco products from further use of a trade-mark 
similar to that used by the plaintiff, the court held the defendant not to 
have invaded the rights of the plaintiff, citing the doctrine that the right 
to use a trade-mark is confined to “merchandise of the same descriptive 
properties.” In view of the development of “family” trade-marks for 
merchandising purposes, this doctrine should have been interpreted more 
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liberally by the court and the plaintiff should have been given protec- 
tion; the question of whether the commodities of the defendant and the 
plaintiff were sold by the same classes of retailers and wholesalers prob- 
ably should have had as much weight as the question of whether the 
commodities had the same descriptive properties.* 


TRADE-MarkKS AND TRADE NamMEs—Changes Resulting in Resemblance to An- 
other Trade-Mark Improper—(Commentary). A manufacturer which 
had by use established legal rights to a trade-mark for tobacco products 
changed that trade-mark so that it had some resemblance to the trade- 
mark of a company manufacturing foods. In a suit which the latter 
company brought to enjoin the tobacco manufacturer from further use 
of the trade-mark, the court held the defendant to have been within its 
legal rights in modernizing its label. The commentator agrees that the 
defendant had a right to modernize its label but denies its right to have 
incorporated in its label features similar to those of the plaintiff’s well- 
known trade-mark.? 

(1915-1924) 

In June, 1915, the Beech-Nut Packing Company, which manu- 
factured a wide variety of food products, requested the P. Loril- 
lard Company, a manufacturer of tobacco products, to discon- 
tinue such use as it was making of the name Beech-Nut in con- 
nection with its merchandise. The P. Lorillard Company refused 
to comply with this request. 

The Beech-Nut Packing Company took no further action in 
the matter until 1919, when it learned that the P. Lorillard 
Company planned to market Beech-Nut cigarettes. On June 25, 
1919, the Beech-Nut Packing Company filed in the United States 
Patent Office an application for registration of Beech-Nut as a 
trade-mark for cigarettes. The P. Lorillard Company filed an 
opposition to this registration. The opposition was sustained and 
the registration refused on the ground that the applicant had no 
business in cigarettes upon which the registration requested could 
be based. The decision of the office of the Commissioner of Pat- 
ents, delivered on January 18, 1922, read in part as follows: 


FENNING, Assistant Commissioner: 

This is an appeal from the decision of the Examiner of Interferences 
sustaining an opposition filed against the application for registration 
of “Beech-Nut” for cigarettes filed by the Beech-Nut Packing Company 
on June 25, 1919. 

Under Section 7 of the trade-mark statute we are required to 
determine the question of the right of registration to the trade-mark. 
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We are thus met in the beginning of the case with the question of 
whether applicant has such ownership in the mark as entitles it to 
registration. It is admitted that applicant has never manufactured 
cigarettes or other tobacco products. It is admitted that the only 
cigarettes or tobacco products in which applicant has dealt are 2,060 
cigarettes which it purchased from the American Tobacco Company on 
an invoice dated July 12, 1919. These cigarettes were shipped by the 
American Tobacco Company in three lots—one to an officer of the 
company in New York City, another to a member of the firm of appli- 
cant’s attorneys, of record here, at Chicago, and the third to the New 
Jersey Tobacco Company, Jersey City, New Jersey. The goods shipped 
to the New Jersey Tobacco Company had not been ordered, were not 
accepted, but were returned. There is no evidence that any of the Beech- 
Nut cigarettes were ordered by the parties to whom they were shipped, 
nor is there any evidence that they were bought or paid for. It is 
admitted that aside from this single transaction applicant has never 
been in the tobacco or cigarette business. I am unable to see that this 
state of affairs is distinguishable from that condemned as not being 
sufficient to support a trade-mark registration in Phillips v. Hudnut, 
(1920, C. D. 164; 263 Fed. Rep. 643; 273 O. G. 629; 49 App. D. C. 
247). 


Applicant claims that having made this sale of cigarettes it discon- 
tinued the business for the time being, awaiting the outcome of the 
present application for trade-mark registration which it was prepared 
to make. 


Applicant seems to argue that inasmuch as it was employing a trade- 
mark on one class of goods it was free at any time to employ that 
mark on another class of goods, and that in order to obtain registration 
in the second class of goods it was not necessary to carry on a business 
as to the second class of goods. This argument is not supported by 
any cases that I can find and does not seem sound. A trade-mark 
right grows only from use in a business, and the use of the mark in one 
business does not afford sufficient foundation for a registration of the 
mark for another business. Moreover, applicant did not apply to its 
cigarettes a label like that used on all its other goods. 

In the argument and in the briefs many other interesting questions 
are urged; but since applicant has no business on which to base its 
registration the Patent Office has no jurisdiction of its case..... 

The decision of the Examiner of Interferences is affirmed, the notice 
of opposition is sustained, and registration refused.* 


In May, 1921, before this decision was delivered, the Beech- 
Nut Packing Company had brought suit against the P. Lorillard 


*P. Lorillard Company vy. Beech-Nut Packing Company, 297 Official Gazette 
of the United States Patent Office, p. 799. baa 
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Company in the United States District Court of New Jersey to 
obtain an injunction restraining the plaintiff from further use of 
the trade-mark ‘““Beech-Nut.” The court dismissed the bill of the 
plaintiff. The court’s opinion, which was handed down on May 7, 
1924, follows: 


Lyncu, District Judge. The plaintiff, a New York corporation 
engaged in the manufacturing and selling of food products, complains 
that the defendant, a New Jersey corporation engaged in the manufac- 
turing and selling of tobacco, has damaged the plaintiff’s reputation 
and good-will by wilfully and fraudu- 
lently adopting the plaintiff’s trade- 
mark “Beech-Nut” as a label for 
tobacco products, for and on account 
of which the plaintiff prays an ac- 
counting for past damages and an 
injunction enjoining the defendant 
from further use thereof. The de- 
fendant, admitting the use com- 
plained of on certain brands of chew- 
ing tobacco and cigarettes, asserts a 


cS legal right thereto and prays a dis- 


missal of plaintiff’s bill. The word 
“Beechnut” or “Beech-Nut” was 
vears ago adopted as a label by the 


Saad QUALITY. HAVANA CUTTINGSANO predecessors in business of both 
sh desdaaines aaa st parties to this action. A brief history 
HARRY WEISSINGER TOBACCO av thereof is advisable. 

ARERR ATES About 1897 the Harry Weissinger 
LUHRMARN eda Lec SY = Tobacco Company, a Kentucky con 
cern, adopted it for a combination 
Factory No. 6, First District, Stato of Ohio, smoking and chewing tobacco, which 
NOTICE.—The manufacturer of this Tobacco was put up and sold in small pack- 

has complied with all the requirements of Law. : 
Every person is cautioned under the penaltiesof ages. The tobacco was described as 
Be eos aoe ce peckere ie Tobecoseeia”  ebeing of. “superior quality) Havana 
Exhibit 1: Label used by company cuttings,’ and was what is known as 
whose business the P. Lorillard Com- a scrap tobacco. Herewith is a copy 
pany later acquired. of the label adopted and used by 

Weissinger (Exhibit Le 

It will be noted that the word “Beechnut” is spelled without a 
hyphen; that the form of the label, in which not only the word 
“Beechnut” appears, but a description of the contents and the name 
of the manufacturer as well, is square, and that immediately underneath 
the word “Beechnut” is the print of a squirrel. The tobacco so labeled 
was sold on the market in Kentucky and adjoining states for a num- 
ber of years subsequent to 1897. The right to make and sell it 
passed by assignments, stock transfers, and otherwise from the Weissin- 
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ger Tobacco Company first to the Continental Tobacco Company, next 
to the Luhrmann & Wilbern Tobacco Company, of Middletown, Ohio, 
and finally to the American Tobacco Company, where it resided when 
the latter company was dissolved by the United States Supreme Court 
during the year 1911. From 1897 to rg11 the tobacco continued to be 
manufactured, sold, and dealt in by these various companies. For some 
years prior to 1911, however, the demand for it was gradually lessen- 
ing; the output reaching a very low ebb in 1911. 

The decree dissolving the American Tobacco Company apportioned 
to the P. Lorillard Company, the defendant, a large number of tobacco 
trade-marks and brands including the word “Beechnut.” At that time 
the sale of ““Beechnut” tobacco was practically nil. Up to that time, 
however, at least, the word had been continuously used as a trade- 
mark for smoking and chewing tobacco in substantially, if not pre- 
cisely, the original form adopted by the Weissinger Company back in 
1897, although, as we have indicated, the sales had almost completely 
fallen off. And up to this 
time (1911) the right to 
use the word “Beechnut” 
as a trade-mark in connec- 
tion with smoking and 
chewing tobacco does not 
seem to have been assailed, 
certainly not by the plain- 
tiff in this suit or by its 
predecessor in _ business. 
That predecessor was the 
Imperial Packing Com- 
pany, which in 1892 
adopted the word “Beech- 

”? ; 
Nut (spelled with a hy- Exhibit 2: Label used by the Beech- 
phen) as its label for a few Nut Packing Company. 
food products, such as 
bacon and ham, which it then manufactured and sold. In about 1899 
the Beech-Nut Packing Company was formed, succeeding the Imperial 
Packing Company. Thereafter the food product business of the plain- 
tiff, growing rapidly, was extended to a variety of products, all relating 
to food, such as peanut butter, baked beans, chili sauce, tomato catsup, 
jams, jellies, vinegar, olive oil, ginger ale, mints, chewing gum, etc., in 
addition to ham and bacon, all of which were labeled ‘“‘Beech-Nut” and 
sold as the product of the Beech-Nut Packing Company. An illustra- 
tion of the plaintiff’s label is shown above (Exhibit 2). 

It will be observed that this label is oval-shaped; that within. the 
oval are three pictures of beechnuts, one in the centre and one on each 
side of the oval. Printed across the top will be found the words 
“Beech-Nut Brand” and across the bottom the name of the particular 
article which is contained in the package. From the smallest kind of a 
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beginning in 1891 or 1892 the Imperial Packing Company and its suc- 
cessor, the plaintiff, built up a business which in the year 1919 approx- 
imated receipts of $12,000,000. 

The Lorillard Company had been in the tobacco business for many, 
many years prior to 1892, utilizing a great variety of trade-marks and 
labels in the huge tobacco trade which it had succeeded in establishing. 
The name of brand or trade-mark “Beechnut” coming to it in 1911 
was not at once utilized in the original Weissinger form or otherwise. 
Nor were any of the 1,000 or more other trade-marks listed on type- 
- written sheets which the defendant company acquired at the apportion- 
ment which we have already referred to. The lists containing all these 
names or brands were put aside for future reference. 

In rorz the defendant was manufacturing and distributing such well- 
known cigarettes as “Murad,” “Mogul,” “Egyptian Deities,” “Helmar,” 
“Egyptian Trophies,” and the well-known tobaccos “Climax” and 
“Sensation,” besides a large number of other well-known brands. One 
of these other brands was known as “Honest.” There is testimony on 
behalf of the defendant company that the sales of this “Honest” 
tobacco had, for a long time, been falling off. We think it is common 
knowledge that tobacco brands come and go. But, be that as it may, 
the defendant in or about the fall of 1914 conceived the idea of 
putting upon the market a new scrap chewing tobacco, a new brand. 
The formula therefor was worked out, the blend was perfected, and a 
name was considered. The defendant quite naturally consulted its 
lists of names or trade-marks which a few years prior thereto had come 
to it from the dissolved American Tobacco Company. Names on that 
list which had theretofore been identified with scrap tobacco were, of 
course, first considered. There were but eight or nine of such names, 
among which were “Bag Pipe,” “Panhandle,” ‘Natural Leaf,” and 
“Scrap Iron.” It was discovered that most of these “scrap” names were 
at the time being used as names for tobaccos then on the market, which 
fact limited the selection to two or three names. Among the two or 
three available was ‘“Beechnut.” So “Beechnut” was selected and 
adopted. This new scrap tobacco, which was designed for chewing 
only, was not, however, put out in the old Weissinger “Beechnut” 
wrapper. That old wrapper described “Beechnut” as a chewing and 
smoking tobacco. It had not been manufactured for two or three years, 
and there does not seem to be anything in the case to justify the con- 
clusion that it had been sold during that period of time. It had just 
about died out, as tobacco brands often do. And as the new “Beech- 
Nut” tobacco was of a different character, it was decided by the 
defendant company to change that old wrapper to one more in accord 
with the facts and the times. The wrapper decided upon is repro- 
duced on the following page. (Exhibit 3). 

It will be observed that, instead of a square label covering almost 
the entire package, the changed wrapper has what has been termed a 
sunburst or radiating effect, in the center of which is an oval in shape 
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somewhat similar to the oval of 
the plaintiff. Across the top of 


the oval, inside, the word “Beech- LORILLARD'S 
Nut” with a hyphen was placed. bY ee 
Underneath the word “Beech- 


Nut” the defendant placed the 
outline of a beechnut upside down. 
Other words placed by the defend- 
ant on its label were “Chewing,” 
“Tobacco,” “Full Weight,” “Ex- 
tra Picked,’ and across the top 
was printed “Lorillard’s.” The 
red band oval of the plaintiff was 
not adopted. Instead the defend- 
ant adopted an oval which was 
quite similar to ovals which were 
common at the time. 

This new “Beech-Nut” scrap 
tobacco, introduced in 1915, with- 
in a few years was developed into 
a business of unbelievable propor- 
tions. Selling to the trade at less 
than the retail price of ro cents Exhibit 3: One side of a wrapper used 

: : by the P. Lorillard Company for chew- 

per package, its sales in I919 ae iobnce. 
amounted to $14,000,000 per year 
to the manufacturer, approximately $2,000,000 over and above the 
receipts of the plaintiff for its entire output. Many persons inquired 
concerning it. Some of them wrote to the plaintiff, the Beech-Nut 
Packing Company, regarding it, and the plaintiff for a time turned these 
letters over to the defendant for attention. Then there developed some 
correspondence between the parties regarding the use by the defendant 
of this revised or revamped “Beech-Nut” label. This correspondence, 
which contains a history of the case and the attitude of the parties, is 
important enough to be set out herein. It follows: 





Beech-Nut Packing Company 
Canajoharie, N. Y., June 11, 1915. 

Lorillard Company, Middletown, Ohio.—Dear Sirs: We adopted 
many years ago as our trade name the word “Beech-Nut,” arbi- 
trarily selected by us as the mark or name for our manufacturing 
output of food material. We also associated with such trade name 
“Beech-Nut,” and as a part of the trade-mark, an oblong or oval 
frame or border of a red color surrounding and inclosing a white 
oblong space with a picture or representation of a beechnut cen- 
tered therein, 
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We have built up during the last quarter of a century a vast | 
trade in our products and always with our trade name or trade- 
mark associated therewith. We have expended a very large sum 
of money in so doing, and the word or name “Beech-Nut” and 
our trade-mark has become of vast value to us, not only for these 
reasons, but for the reason of a high quality and perfection of the 
various products manufactured by us to which this name and mark 
has been applied. 

So completely has this name and mark been attached to and 
associated with our goods during all of these years that the pur- 
chasing public has come to recognize this name and mark as our 
property as to origin, and to purchase the manufacture and output 
to which this name and mark is applied, without any further 
identification as to the origin of the word or name itself, believing 
that wherever they see our name and mark applied that we are the 
manufacturers of the product and purchase accordingly. 

We have from time to time added to the variety of our manu- 
facturing commodities to which this name or mark has always 
been applied, as, for example, a chewing-gum product of somewhat 
recent production upon our part. While we have never as yet 
manufactured tobacco, the taking on of such manufacture in the 
future is by no means impossible or improbable. You will also 
see that the name or word “Beech-Nut” is a part of our corporate 
name. We have been thus particular to state this matter to you 
by reason of the acts upon your part which now follow. 

We have been shown a lined bag, evidently employed for pack- 
ing “Beech-Nut Scrap Tobacco,” apparently manufactured by one 
of your factories at Middletown, Ohio. A prominent feature upon 
the bag is our trade name “Beech-Nut,” including the oval band 
and our characteristic burrs and nuts. It is difficult to believe 
that the presence of our trade name “Beech-Nut” and mark upon 
the bag will not deceive the purchasing public in the belief that 
the contents of the bag are of our manufacture, and to us there 
is no other explanation to be given to the presence of our trade 
name “Beech-Nut” and mark upon the bag, except the intention 
on your part that the public shall be so deceived, and you will sell 
your tobacco by reason of the presence thereon of our name and 
mark. In other words, these acts strongly indicate to us intentional 
unfair trading. 

We have decided in the first instance to write you fully as to 
this matter and present to you our view of your acts, and to 
request to you immediately to cease this use of our name and mark 
and give us written assurance of the same. 

We have confidence that, now your attention is called to it, you 
will recognize the justice of our position and that there will here- 
after be no necessity of using any harsher course to enforce recog: 
nition of the same. We have been thus particular, also, for the 
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reason that there can be no contention hereafter that we have not 
fully stated your position and ours in this matter. An early reply 
upon your part is requested and expected. 
Yours very truly, Beech-Nut Packing Company, 
F, E. BARBOUR 


Beech-Nut Packing Company 
Canajoharie, N. Y., June 18, 1915 
P. Lorillard Company, Middletown, Ohio.—Dear Sirs: Will you 
kindly advise if we may expect an early reply to our recent com- 
munication with reference to the use of the word “Beech-Nut” in 
connection with your new brand of chewing tobacco? 
Yours very truly, Beech-Nut Packing Company, 
F, E. BARBOUR 


June 23, 1915 

Beech-Nut Packing Company, Canajoharie, N. Y.—Dear Sir: 
Your letters of June 11 and June 18 addressed to this company 
at Middletown, Ohio, relative to the use by us of the name “Beech- 
Nut” for scrap tobacco, have been referred to me. 

Preliminary to any discussion of the matter, will you be good 
enough to let me know when you first began to use the name 
“Beech-Nut”? I notice on your letter-head “Incorporated 1899,” 
but this, of course, does not necessarily mean that you began to 
put products on the market under the name “Beech-Nut” at that 
time. 

The statement in your letter of June 11 that you believe we are 
using the name “Beech-Nut” with the intention that the public 
shall be deceived into thinking that our product is of your manu- 
facture, is not only without the slightest warrant, but is little short 
of ridiculous. As a matter of fact, if such an impression should be 
formed, it would be to our detriment. 

Yours very truly, 


Beech-Nut Packing Company 
Canajoharie, N. Y., July 2, 1915 

P. Lorillard Company, 119 West goth St., New York. Mr. 
Thomas S. Fuller. Dear Sirs: Your favor of the 23d ult. duly 
received. 

Our ‘“Beech-Nut” trade-mark and trade name has been used by 
ourselves and our predecessors since and prior to the year 18g91. 
Both our trade-mark and our trade name “Beech-Nut” has been 
used continuously since that date in our business, and to such an 
extent and in such manner that both the name and the mark long 
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since came to have a “secondary significance and meaning”; that 
is, wherever the mark and name “Beech-Nut” is seen, and no mat- 
ter with what product it is associated, it has a “secondary signifi- 
cance,” and means only the product and products of the Beech- 
Nut Packing Company. 

You are woefully mistaken and entirely misinformed in your 
assumption, and, indeed, your statement that the public is not 
deceived by your client’s use of our trade-mark and name “Beech- 
Nut.” We know as an absolute truth what is apparent on the face 
of the facts that the general purchasing public is deceived by 
your use of our “Beech-Nut” trade-mark and trade name and, 
indeed, this could not well be otherwise, but we know further that 
your salesmen and agents deliberately push your goods and trade 
under this identity of use of their mark and name. 

We beg to call your attention in this connection to our former 
communication to you in this matter and to again urgently request 
that you immediately stop the use in every way and manner of 
our trade name and mark “Beech-Nut” in your business without 
further action upon our part. 

Yours very truly, Beech-Nut Packing Company, 

F. E. Barsour 


Beech-Nut Packing Company, Canajoharie, New York. (Atten- 
tion F. E. Barbour, Esq.) Gentlemen: We have your letter of 
July 2d, further with reference to our use of the name “Beech- 
Nut” on scrap tobacco, and informing us that you and your pre- 
decessors have used the name since and prior to the year 1801. 

That the name “Beech-Nut” has acquired a secondary signif- 
icance and meaning in the packing industry and is associated in 
the public mind with goods of your manufacture may be perfectly 
true, but this would not give you the right to the name for all pur- 
poses. The authorities are overwhelming on this subject. You 
seem to proceed upon the assumption that we have recently begun 
to use the name on the tobacco. This is not the case. This com- 
pany and its predecessor in ownership of this brand have used it 
continuously since prior to the year 1898, as shown by records in 
my office. I have not made a search beyond that time, but I have 
no doubt that I can find that the brand is very much older. 


We would not desire to have it thought that our ‘“‘Beech-Nut” 
tobacco is made by your company, and if you can give us the name 
of any salesman of ours. who has made such a representation, we 
would be very glad to have it, and we can assure you that if he 
did make such a representation, his discharge will immediately 
follow. It could be of no conceivable advantage to us to have the 
public think that our tobacco product was manufactured by a 
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packing establishment. Our concern has been in business for more 
than one hundred and fifty years, and in that length of time has 
built an enviable reputation for the excellence of its tobacco prod- 
ucts. 

Though you may turn out an excellent quality of bacon it does 
not follow that you could turn out an excellent quality of tobacco, 
or steel rails or pianos or aeroplanes. If your contention were 
true, we, who have a brand of tobacco called “Climax,” could en- 
join the use of the name on a well-known threshing machine which 
is sold in the Western States, or we could enjoin the use of our 
name on the Lorillard refrigerators. It has never occurred to us 
to attempt either. 

If you will look at our package of Beech-Nut tobacco, you will 
see that the name “Lorillard” is prominently displayed thereon. 
This was done with the desire that people should know the tobacco 
is coming from the Lorillard Company. It has been our belief that 
the fact that Lorillard made it would of itself be of value to the 
brand. 

It is difficult to see how you can seriously claim that there is 
the slightest similarity in the marking of the package and the 
facsimile of your mark as displayed on your letter-head. 

If you desire me to point out to you authorities which I con- 
sider completely sustain my view as expressed herein, I will take 
pleasure in doing so. 


Yours very truly, 


Beech-Nut Packing Company 
Canajoharie, N. Y., July 26, 1915 

P. Lorillard Company, 119 West goth St., New York. Thomas 
S. Fuller. Dear Sirs: Please pardon the delay in acknowledging 
receipt of your favor of July 8. 

We will greatly appreciate it if you will send us samples of your 
product showing the manner of use of the word “Beech-Nut” 
since the year 1898, copies of advertisements or of letter-heads 
showing your use of this name. We trust you will consider this 
a fair request, as we would like to reach a prompt and friendly 
termination of the correspondence on this subject. 

We also desire to take advantage of the offer contained in the 
last paragraph of your letter to point out to us the authorities 
which sustain your views. 

Thanking you in advance for the information requested herein, 
we remain 


Yours very truly, Beech-Nut Packing Company, 
F. E. BARBouR 
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Beech-Nut Packing Company 
Canajoharie, N. Y., September 2, 1915 

Mr. Thos. S. Fuller, 119 W. goth St., New York—Dear Sir: 
Kindly refer to your favor of July 29, in which you advised that 
you would collect the information requested in our letter of July 
26 after your return from a week’s absence. Up to the present 
we do not seem to have heard from you and will greatly appre- 
ciate the information requested. 

In this connection, we received today an inquiry from New 
River Gro. Co., Hinton, West Virginia, asking the best jobbing 
price on Beech-Nut scrap tobacco, from which you will note that 
in the minds of some, at least, Beech-Nut scrap tobacco is credited 
to the Beech-Nut Packing Company. 

Thanking you to favor us at your early convenience, we remain, 

Yours very truly, Beech-Nut Packing Company, 

F. E. BarBour 


September 15, 1915 

F, E. Barbour, Esq., Beech-Nut Packing Company, Canajoharie, 
N. Y. Dear Sir: I have been able to locate some old price-lists 
which contain our Beech-Nut scrap tobacco, and inclose them 
herein. I am also sending you an old package showing the use of 
the name “Beech-Nut” and our present package. 

Beech-Nut chewing and smoking tobacco (scrap) was made by 
Harry Weissinger Tobacco Company, of Louisville, Kentucky. 
This company was bought out by the American Tobacco Company 
some time in 1903. Prior to the acquisition of the Weissinger 
Tobacco Company by the American Tobacco Company, the Luhr- 
mann & Wilbern Tobacco Company, of Middletown, Ohio, was 
acquired by the Continental Tobacco Company. In 1904 the 
American Tobacco Company and the Continental Tobacco Com- 
pany were merged into a new company formed for that purpose 
and known as The American Tobacco Company. 

Under the decree of the Circuit Court of the United States for 
the Southern District of New York, the so-called tobacco com- 
bination, which included the American Tobacco Company, was 
split up. In this disintegration proceeding the Luhrman & Wil- 
bern Tobacco Company, which had always been maintained as a 
separate entity, was acquired by P. Lorillard Company. In the 
meantime some of the brands formerly manufactured by the 
Weissinger Tobacco Company had been taken over and manu- 
factured in the Luhrmann & Wilbern factory in Middletown, and 
after the acquisition by our company of the Luhrmann & Wilbern 
business, including these brands, we continued to operate it as a 
separate company until about two years ago, when we dissolved 
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it, taking over all of the business and brands directly in our own 
name. 


I give you this history, so that you may understand the various 
price-lists in the name of Luhrmann & Wilbern Tobacco Com- 
pany and the package in the name of Harry Weissinger Tobacco 
Company. I do not know the exact date of the old package, as 
the stamp is not legible, but it was prior to 1903. 


The price-lists that I send you are dated January 2, 1904, May 
6, 1907, July 1, 1910, and November 3, 1910. 

It is difficult for me to see how any one can claim that there is 
any similarity in our products and yours or in your label and ours, 
other than the name “Beech-Nut.” Your claim that we would not 
have the right to use the name “Beech-Nut” on tobacco products 
must find its basis in the idea that you can appropriate the name 
“Beech-Nut” for all products of whatever character. 


That the law does not permit of such a claim is elementary. If 
your claim were maintainable, then the Lion Brewery in New York 
could enjoin the manufacture of Lion brand collars, or vice versa. 
Suppose that the J. B. Williams Company should tomorrow put 
out a new brand of shaving soap called “Beech-Nut.” Do you 
argue that you could stop it because you have first used the name 
on ham and bacon? It seems to me that your argument must lead 
to this conclusion. The law of unfair competition, so far as it 
assumes to protect the public, assumes to protect the purchaser of 
average intelligence. It is difficult to believe that a person of 
average intelligence who enters a store for the purpose of buying 
“Beech-Nut” hams or bacon could be deceived into thinking he 
was getting either if he were handed a package of “Beech-Nut” 
chewing tobacco, or that the ‘“Beech-Nut” chewing tobacco was 
manufactured by the manufacturer of the hams and bacon. It is 
no more the custom in this country for a packer to manufacture 
chewing tobacco than it is for a manufacturer of beer to manufac- 
ture collars, and the purchaser of average intelligence perfectly 
well knows this. 


We have tried to make it evident on our package that our 
“Beech-Nut” chewing tobacco is of our manufacture, by stamping 
across the top of the package, before the name ‘“Beech-Nut” 
“Lorillard’s.” We have also on the other side of the package, 
plainly printed, that it is manufactured at Middletown, Ohio. 
There is nothing in the get-up of the label, whether in design, 
color, or wording, which could suggest to a person of average in- 
telligence that it was of your manufacture, or in fact the manu- 
facture of any one except the Lorillard Company. 


As I have written you before, we consider it of immense value 
to the brand itself that it is manufactured by the Lorillard Com- 
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pany, and we desire the consumers of tobacco to know this, be- 
cause we believe that the Lorillard name carries with it a vast 
amount of good-will and a guaranty of excellence. We are justified 
in this belief by reason of the immense increase in the sales of 
“Beech-Nut” scrap since we took the former manufacturer’s name 
off and put “Lorillard’s” thereon. 


I think this covers the situation, except with respect to any 
representations which you claim that some of our salesmen made, 
to the effect that our “Beech-Nut” scrap was a product of your 
company. I have written you before that if you will give me the 
name of any salesman who has made such representation, and that 
fact can be determined, his discharge will be immediately forth- 
coming, as he can be of no service to us. If you will point out to 
me anything in the conduct of our business which tends to create 
a belief in the trade that our “Beech-Nut” scrap is made by you, 
we will thank you, so that we may rectify it. I assure you that 
we are just as anxious as you are, if not more so, to prevent any 
impression that our tobacco is made by you. Will you let me 
have a copy of the letter you received from the merchant in West 
Virginia making inquiry of you for “Beech-Nut” tobacco? 

On this general subject, if you have not already done so, you 
might consult Nims on “Unfair Business Competition,” pages 200 
to 300. Therein I think you will find a very complete and satis- 
factory discussion of the law governing this subject. I will quote 
you paragraph 117 on page 236:. 

“Property in a place name for all purposes cannot exist in one 
person, under ordinary circumstances. The defendant must be 
using it in the same or a similar business as the plaintiff. Large 
amounts of rubber as well as licorice might be found in Anatolia. 
If there were, the rights which the complainant has acquired in the 
use of the name in the licorice business would not prevent another 
under certain conditions from acquiring a sole right to use the 
name in the rubber trade.” 


There is no distinction so far as the principle here laid down is 
concerned between a place name, a generic name, or a fanciful 
name. You might also consult the cases of Borden’s Ice Cream 
Company v. Borden’s Condensed Milk Company, 201 Fed. 510, 
and Wells v. Ceylon Perfume Company, 105 Fed. 621. 


I apologize for the length of this letter. I desire to give you the 
facts fully, together with our views, and I sincerely hope that this 
will satisfy you as to the law and our entire good faith. We are 
as proud of our good-will and the excellence of our products in 
the tobacco business as you are of yours in the packing industry, 
and we believe with good reason. 

Yours very truly, (Signed) Tos. S. FULLER 
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Beech-Nut Packing Company 
Canajoharie, N. Y., September 20, 1915 


Mr. Thos. S. Fuller, 119 West goth St., New York—Dear Sir: 
We have your very interesting letter of Sept. 15, together with the 
price-lists referred to and the package of tobacco. 

Your letter is a very interesting one, and, before giving a definite 
reply to same, desire to review the matter as presented by you, so 
that we can give you an intelligent reply. 

At this time, however, we may express our agreement with you 
that the name Lorillard carries with it a vast amount of good-will 
and unquestionably a guaranty of excellence. So does the name 
“Beech-Nut Packing Company,” and we take the view that the 
increase in sales of Beech-Nut scrap tobacco is due to the exploita- 
tion of the name “Beech-Nut” with the oval label, and we cannot 
help but assume that the general impression is that these goods 
are manufactured by this company rather than by Lorillard, at 
least to a considerable degree, for since writing you last we have 
another inquiry, and this time from Wm. Edwards Company, of 
Cleveland, Ohio, asking us to ship them five cases of Beech-Nut 
scrap tobacco. The previous inquiry came from New River Gro- 
cery Co., Hinton, West Virginia. 

Yours very truly, Beech-Nut Packing Company, 

F, E. BarBour 


After this correspondence terminated in 1915, no action of any char- 
acter was taken by the plaintiff as against the defendant. For four 
years thereafter there was inactivity on the part of the plaintiff, during 
all of which time the defendant continued to deal in this ‘““Beech-Nut” 
scrap chewing tobacco on a very large scale. 

In 1919 the Lorillard Company planned to put on the market a 
“Beech-Nut” cigarette and again there ensued some correspondence 
between the parties relative to this... .. Negotiations between the 
parties relative to the right of the defendant to use “Beech-Nut” as a 
label for cigarettes terminated without result. Thereafter the Beech- 
Nut Packing Company decided to apply for registration of “Beech- 
Nut” for cigarettes, which application was published in the Patent 
Office Gazette, and the Lorillard Company, upon learning of it, filed a 
notice of opposition in the Patent Office where a hearing was had. The 
proceedings, a copy of which is by stipulation a part of this case, 
resulted in the denial of the plaintiff's application, from which the 
plaintiff did not appeal. 

In May, 1021, the plaintiff instituted its present cause of action, 
alleging that the defendant has injured its business good-will—has 
appropriated the good-will of the plaintiff for its own uses. One of the 
defenses interposed is that of estoppel; the following extract from the 
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opinion of Judge Mayer in the case Valvoline Oil Co. v. Havoline Oil 
Co., D. C. 211 Fed. 189, being called to our attention: 


It cannot be equitable for a well-informed merchant, with a 
knowledge of a claimed invasion of right, to wait to see how suc- 
cessful his competitor will be, and then destroy with the aid of a 
court decree much that the competitor has striven for and accom- 
plished—especially in a case where the most that can be said is 
that the trade-mark infringement is a genuinely debatable ques- 
tion. 


To the point of estoppel the plaintiff replies that the testimony taken 
in the Patent Office proceedings first revealed to it that the defendant 
had abandoned the “Beechnut” label or trade-mark which was ac- 
quired in 1911; that it, from 1915 on, relied on the representation of 
the defendant as to facts, which were peculiarly within the knowledge 
of the defendant and inaccessible to it, which upon their face (as fur- 
nished by the defendant) gave the defendant the indefeasible right to 
go on with the “Beech-Nut” scrap tobacco; that the Patent Office 
proceedings disclosed that there was no continuous use of “Beech- 
Nut” as a label for tobacco, as the defendant had stated to it in 1915, 
but that the label “Beechnut” so allotted in 1911 had been abandoned, 
and that some years thereafter a new trade-mark containing the word 
“Beech-Nut” was adopted; the facts showing that there was a clear 
intention on the part of the defendant to abandon the old “Beechnut” 
label, and to substitute for it one similar to that used by the plaintiff. 

Did the defendant abandon “Beechnut” as a label for tobacco by 
permitting the word to lie dormant for three or four years, and then 
reviving it in the manner which has already been described? In con- 
sidering this question it should be constantly kept in mind that the right 
to use a word for trade-mark purposes is usually, if not always, confined 
to “merchandise of the same descriptive properties.” The limitation of 
the scope of trade-marks “‘to merchandise of the same descriptive prop- 
erties” (Sec. 5 (6), Trade Mark Act February 20, 1905) was adopted 
in the statute as an expression of the scope designated in the decisions 
of the court under the common law (Hanover Star Milling Co. v. 
Metcalf, 240 U. S. 403, 412-14), and the classification of the Patent 
Office, by which “tobacco Products” were placed in Class 17 by them- 
selves, is an expression of legal scope by an authority which raises a 
presumption. Likewise, the placing of ‘foods and ingredients of foods” 
in a class by themselves, No. 46, raises a presumption that the scope 
of trade-marks adopted for foods and ingredients of foods is not to 
extend over other classes. If any cases are to be found which seem 
to depart from this rule, examination will show either that they involved 
facts showing actual fraud or bad faith or the equivalent thereof 
(Peninsular Chem. Co. v. Levinson, 247 Fed. 658), or that the two 
articles of merchandise are habitually used in conjunction, as was the 
case of the flour and syrup in Aunt Jemima Co. v. Rigney Co., 247 
Fed. 407, of steam apparatus and steam traps to be used therewith in 
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Simplex v. Gold, 43 App. D. C. 281, of electric lamps and incandescent 
mantles in Anglo-American Co. v. General Co., 43 App. D. C. 385, and 
of automobile tires and automobiles in Akron-Overland Tire Co. v. 
Willys-Overland Co., 273 Fed. 674. 


As we shall see, the fundamental doctrine in this country, as declared 
by the Supreme Court of the United States in the Hanover Star Milling 
Company cases (240 U. S. 403, 412-414) and reiterated by that court 
in the Rectanus case (248 U. S. go, 97), is that there is no such thing 
as property in a trade-mark except as a right appurtenant to the estab- 
lished business or trade in connection with which the mark has been 
applied so that a trader has no property in the mark per se, but only 
in reference to his trade, and cannot prevent another trade from apply- 
ing this mark to goods which are not of the same description. 

Indeed, the books are full of cases illustrating and applying the well- 
settled doctrine that in this country the same mark may be used by 
different concerns for different articles, notwithstanding these articles 
are packaged and sold in the same stores. 


. . . . . . . . 


Many instances of the use by one concern of a word as a trade-mark 
for tobacco and the use by a different concern of the same word as a 
trade-mark for products of a different character have been called to our 
attention. 

There are “Mogul” cigarettes and there are “Mogul” food products, 
such as evaporated milk, tapioca, sugar, red pepper, almond flavor, and 
peppermint. 

There are “Camel” cigarettes and there are “Camel” food products, 
such as canned corn, tomato catsup, rolled oats, oysters, ginger, and 
sweet pickles. 

There are “Omar” cigarettes and there are “Omar” food products, 
such as vanilla, plums, wax beans, sauerkraut, and coffee. 

There is “Star” tobacco and there are “Star” soap and washing fluid. 

There are “Sunshine” cigarettes and there are “Sunshine”’ biscuits. 

There are “Polo” cigarettes and there are “Polo” canned goods. 

There is “Climax” tobacco and there are “Climax” chocolate dates. 

There is “Apple” tobacco and there is “Apple” chewing gum. 

It will thus be observed that the distinction between tobacco and food 
products has for a long time been quite generally recognized. 

Next we shall refer to the law of “abandonment.” 


In Baglin v. Cusenier Co., 221 U.S. at pp. 597-8, the court said: 


But the loss of the right of property in trade-marks upon the 
ground of abandonment is not to be viewed as a penalty either 
for non-user or for the creation and use of new devices. There 
must be found an intent to abandon, or the property is not lost. 


° . e 
° 
e e 
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In Saxlehner v. Eisner, 179 U.S. 31, 21 Sup. Ct. 11, 45 L. Ed. 60, 
the court says: 


To establish the defenses of abandonment it is necessary to 
show not only acts indicating a practical abandonment, but an 
actual intent to abandon. Acts which unexplained would be suf- 
ficient to establish an abandonment may be answered by showing 
that there never was an intention to give up and relinquish the right 
claimed. 


In Browne on Trade-Marks, Sec. 681, it is said: 


A person may temporarily lay aside his mark and resume it 
without having in the meantime lost his property in the right of 
user. Abandonment being in the nature of a forfeiture, must be 
strictly proved. .... A defense of abandonment is abhorrent 
even in an action at law, and the assertion of title on the ground 
of abandonment by the prior owner must be established by the 
strongest proof. Mere lapse of time does not per se warrant the 
conclusion of abandonment. The circumstances of the case, other 
than mere lapse of time, almost always give complexion to the 
delay and either excuse or give it a conclusive effect. 


And in Hopkins on Trade-Marks (3rd Ed.) p. 213, appears the 
following: 


The length of time during which a trade-mark is not used is, as 
we have seen, merely a circumstance to be considered with all the 
other facts in the case in determining whether there was an inten- 
tion to abandon its use. Thus defendants have been restrained 
from using a mark that has lain in disuse for periods of one year, 
three years, four years, nine years, ten years, and even twenty 
years. The vital question is the intention of the owner of the 
mark, and the burden of establishing abandonment lies upon the 
party who affirms it. 


In a comparatively recent case of Wallace & Co. v. Repetti, 266 Fed. 
307, the Circuit Court of Appeals for the 2nd Circuit, speaking through 
Judge Manton, said: 


In order that an abandonment may be established as a defence, 
it is essential to show, not only acts indicating practical abandon- 
ment, but an intent to abandon. Thus, where the appearances 
may be sufficient to indicate an abandonment, this may be satis- 
factorily explained by showing a want of intention to relinquish 
the right claimed. Saxlehner v. Eisner & Mendelson Co., 179 
U. S. 19, 21 Sup. Ct. 45 L. Ed. 60. There is no penalty which 
inflicts the loss of right of property in trade-marks by nonusage, 
unless there also be found an intent to abandon (p. 308). 


When the defendant received the list containing these trade-marks, 
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including “Beechnut,” in December, 1911, it filed that list with its rec- 
ords. There is undisputed testimony in the case that trade-mark names 
are valuable—have unlimited values—and so far as appears the only 
tangible thing received by the defendant at the time was the list of 
words, including “Beechnut.” That list was not destroyed, but was 
put away, where it was consulted from time to time. 

On three different occasions, at least, the defendant took from this 
list names for use as labels for tobacco products, to wit: “Comet,” 
“Pioneer,” and “Yacht Club.” Reviewing the conduct of the defend- 
ant, one must conclude, it seems, that it intended to retain all of these 
listed names, and avail itself of them from time to time as the situa- 
tion of its business suggested. For three years there was no act on the 
part of the defendant which would tend to indicate in the slightest 
degree that the word “Beechnut” had been or was to be abandoned. 
When it is remembered that there were a thousand or more names on the 
list, the mere nonusage of one word for that period would not in itself 
amount to abandonment. So we find that in the fall of 1914 there 
had been no abandonment of “Beechnut” on the part of the defendant. 

The other aspect of the question is whether, in reviving the use of 
“Beechnut” as a label for its tobacco products, there was effected an 
abandonment because the defendant in 1914 changed both the Weis- 
singer formula and the old label in favor of a new kind of tobacco and 
a different label. 

Change of formula has never indicated abandonment. The contrary 
is the ruling of the courts. In Royal Milling Co. v. J. F. Imbs Milling 
Co., 44 App. D. C. 207, the Court of Appeals for the District of Colum- 
bia says: 

The trade-mark is not to be vitiated by change in the species 
of wheat used, any more than it would be vitiated by an important 
change in the process of making flour. 


The defendant, acquiring the right to use the word “Beechnut’’ for 
tobacco purposes, found that the particular formula of tobacco which 
had been sold for both smoking and chewing purposes by the prede- 
cessors who controlled the trade-mark was practically dead. The de- 
fendant, under the circumstances, certainly had the right to endeavor 
to revive this old tobacco, if it could, and it seems to the court that it 
also had the right to improve it, if it could—improve the tobacco in any 
way which would make it marketable. Tobacco is tobacco; but there 
are many, many blends, mixtures, etc. Adopting a new formula, there- 
fore, did not, in the opinion of the court, work an abandonment. 

Next, as to the right of the defendant to change the label: 


In the case of United Barbers’ Service Co. v. Canalaito, 12 Trade- 
Mark Rep. 265, a case before the Commissioner of Patents for cancela- 
tion of a registered trade-mark, “X-Ray,” it appeared that the owner 
and registrant had proved use of the mark since 1914, while the plaintiff 
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or petitioner proved use since 1915. The commissioner dismissed the 
petition, holding: 


The fact that the first labels were in manuscript and printed 
labels were used only from 1918, does not matter, as the use was 
continuous. 

Nor does the fact that the printed labels used in 1918 first 
showed the picture of a woman, though use was claimed since 
1913, ...., as the word “X-Ray” is the essential feature of 
the mark. 


There is nothing in the record to indicate that the old Weissinger 
squirrel label was attractive to any purchaser, either because of its color 
or design. Whatever sales were effected do not appear to have been 
effected because of the label. Although it carried the picture of a 
squirrel, the tobacco was always referred to, so far as we are aware, as 
“Beechnut,” and not otherwise. There does not appear to be any par- 
ticular reason why a squirrel should appear under the word “Beech- 
nut” rather than the picture of a beechnut. The old formula was not 
to be dealt in any longer, and it seems to us that the change in the 
formula justified a change in the decorative features of the package 
which was to contain this new blend or mixture. So the label was 
modernized, made attractive. Is it not common knowledge that many 
old standard tobaccos are now ornamented considerably differently than 
they were years ago? Boxes, containers, and packages for tobacco 
have undergone many improvements during the past twenty years. To 
hold that the rightful owner of an established trade name may not 
redecorate or reornament, or, to use a somewhat inelegant phrase, polish 
it up, would be, in our opinion, unreasonable. So the defendant, avail- 
ing itself of the right to redecorate and reornament its label, adopted 
as the main change, as a comparison will promptly disclose, what has 
been called a sunburst or radiating effect. Nothing like this sunburst 
or radiating effect appears on the labels of the plaintiff, and the fact 
that the defendant adopted it demonstrates conclusively, it seems, that 
there was no attempt on the part of the defendant to copy or imitate 
the standard mark of the plaintiff. Not only was there a sunburst or 
radiating effect placed upon this new label, which, by the way, over- 
shadows most of the other features of it, but, instead of there being 
three colored photographs of a beechnut, the defendant placed the red 
outline of one in an inverted position. The plaintiff argues that the 
two trade-marks are so similar that the public thinks that they are the 
same. If one should eliminate the word “Beech-Nut” from both labels, 
it would be extremely difficult to locate any similarity at all between 
them. And each party has the right to the word “Beech-Nut” for its 
distinct product. It may be that what the defendant did in changing 
the old Weissinger label has amounted to an abandonment of the squir- 
rel and other decorative features of the old label, which have been 
omitted from the revised label; but the court is unable to agree that 
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the word “Beech-Nut” was abandoned simply because a hyphen was 
utilized in addition to the adoption of different decorative features, the 
main feature of which is a sunburst or radiating effect, unknown to 
any label of the plaintiff which has been called to our attention. 

What we have said relative to the defendant’s right to use the word 
“Beech-Nut” in connection with tobacco applies also to the cigarette 
feature of this case. Cigarettes contain tobacco and are smoked. The 
trade-mark acquired by the defendant was for smoking and chewing 
tobacco and, as we have already pointed out, it is our opinion that the 
blend, or formulas, could be changed, and the labels could be redeco- 
rated, without effecting an abandonment of the word. 

There being no abandonment on the part of the defendant, the bill 
should be dismissed. 


Commentary: This case presents a conflict of interests of the type 
which seems to be almost inevitable when businesses are expanding and 
merchandising methods are changing. The P. Lorillard Company had 
an unquestioned right to its original ‘“Beechnut” trade-mark for to- 
bacco, dating back to 1897. Cigarettes are so closely related to other 
tobacco products from the manufacturing and sales points of view that 
the application of a trade-mark used on chewing tobacco to cigarettes 
was a natural commercial development. The Beech-Nut Packing Com- 
pany’s predecessor began utilizing its ““Beech-Nut” trade-mark in 1892 
on food products. In 1897 the predecessor of the Beech-Nut Packing 
Company was using its mark only on food products. For that reason, 
and also because of the strong contrasts in appearance of the two marks 
at that time, the predecessor of the Beech-Nut Packing Company would 
not have been entitled to enjoin the use of the mark adopted for tobacco 
by the predecessor of the P. Lorillard Company. Each company, there- 
fore, properly acquired rights in its mark. The subsequent changes in 
the form of its mark by the P. Lorillard Company and the develop- 
ment of the business of the two companies brought their interests into 
conflict. 

In the decision of the court the endorsement of the course pursued 
by the P. Lorillard Company in changing the form of its mark in 1915 
was not warranted. The P. Lorillard Company had the right, of course, 
to modernize its trade-mark without invalidating it. In modernizing 
the trade-mark, however, it was incumbent on the company to make 
its revised mark so distinctive that it would not intrude upon the rights 
of any other trade-mark owner. This was not done. Whereas many 
other forms of pictorial arrangement of a modern tone might have been 
selected, the one chosen used the hyphenated spelling and an oval 
design similar to the well-known mark of the Beech-Nut Packing Com- 
pany. - The inquiries received by the Beech-Nut Packing Company 
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showed that confusion did arise in the minds of merchants, and hence, 
it may be assumed, among consumers, as to the commercial origin of 
the tobacco bearing the “Beech-Nut” trade-mark. In modernizing its 
mark, it was the duty of the Lorillard Company to avoid any similarity 
whatsoever, aside from the word “Beechnut,” in the form of pictorial 
illustration, for the company hardly could have failed to be acquainted 
with the mark of the Beech-Nut Packing Company. 

The reasoning in the court’s decision regarding the dissimilarity in 
the two types of merchandise to which the trade-marks in controversy 
were applied is not convincing. In trade-mark law the doctrine is 
firmly established that the right to the use of a word for trade-mark 
purposes usually is confined to “merchandise of the same descriptive 
properties.” There is little likelihood that the word “Lion” used as a 
trade-mark for both beverages and collars will cause confusion regard- 
ing the commercial origin of the two classes of commodities bearing 
that mark. There is a limitation on this doctrine, however, which was 
not recognized in this case. The development of so-called “family” or 
“blanket” trade-marks necessitates a modification of the doctrine. For 
example, Armour & Company has applied its Oval Label trade-mark 
to a variety of products, all of which do not have the same descriptive 
properties. The “Winchester” trade-mark is applied to sport clothing 
as well as to cutlery and firearms. Surely there is as great a difference 
between sport clothing and cutlery as between chewing gum and cigar- 
ettes; and presumably there is as great difference between chewing gum 
and bacon as between chewing gum and chewing tobacco. 

The Beech-Nut Packing Company by applying its trade-mark to 
mints and chewing gum apparently was developing a blanket trade- 
mark. Since cigarettes, chewing gum, and mints frequently are sold 
in the same stores, it does not require a stretch of the imagination 
to conceive that the company might have contemplated including 
cigarettes within the group of commodities to which its mark was 
applied. Tobacco is sold in large quantities by retail and wholesale 
grocers. Even though the Beech-Nut Packing Company would not 
have been entitled to use the word Beech-Nut on any tobacco product, 
because of the rights to the use of that word acquired in good faith 
prior to 1915 by the P. Lorillard Company, the growth in the use of 
“family” trade-marks was a strong reason why consumers might have 
been misled by the P. Lorillard Company’s trade-mark on tobacco, 
and especially on cigarettes. When one party to such a controversy is 
developing a “family” trade-mark, the rights to that mark should not 
rigidly be restricted to merchandise of the same general properties; 
the question of whether two commodities are sold by the same classes 
of retail and wholesale merchants should be given as much weight, 
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probably, as the similarities in the character of the merchandise itself. 
Hence the court should have protected the Beech-Nut Packing Com- 
pany in this case, not by permitting it to use its trade-mark on cigar- 
ettes, which would have invaded rights established by the P. Lorillard 
Company, but by insisting that, in modernizing its trade-mark, the 
P. Lorillard Company should have refrained from the use of the oval 
design and the hyphenated spelling which were characteristic of the 
Beech-Nut Packing Company’s trade-mark. 

In this case the significance of the broadening use of “family” trade- 
marks apparently was not brought forcefully to the attention of the 
court. 

The Beech-Nut Packing Company prejudiced its case against the 
P. Lorillard Company by its abortive attempt to establish a right to 
register its trade-mark for cigarettes by transactions which were not of 
a bona fide commercial character. Reliance on the “family” trade-mark 
development would have been a much sounder course to have followed 
in preventing the use of a somewhat similar mark by the P. Lorillard 
Company. 

This case shows that the old doctrine that the right to the use of 
a word for trade-mark purposes is confined to merchandise of the 
same descriptive properties should be interpreted liberally in view of 
the development of numerous “family” trade-marks for merchandising 
purposes. 


January, 1926 MersG 


SOUTHERLY Company! 
MANUFACTURER—MARKING TAGS 


Branps—Manufacture of Goods to Bear Wholesalers’ Private Brands. The 
company, which produced a wide variety of high-grade paper products, 
placed its own name on all the marking tags which it manufactured. 
It refused orders for tags from wholesalers who stipulated that their 
own names or the names of their customers should replace the manu- 
facturer’s name on the tags. Although the company estimated that it 
could produce a temporary increase of at least 10% in its sales of tags 
by accepting such orders, it refused them because it believed that, by 
providing wholesalers with high-grade, privately branded tags to be 
sold in competition with tags bearing its own brand, it eventually would 
decrease its sales of tags. 


(1923) 


In 1923 the total sales of the Southerly Company, which pro- 
duced a wide variety of paper articles, were $9,000,000. Ap- 
proximately 12% of that amount represented sales of plain mark- 
ing tags, all of which were manufactured for stock. The com- 
pany’s name appeared on the reinforcing labels of all its tags. 
Numerous wholesalers had requested the company to supply 
them with tags on which their own names or the names of their 
customers appeared in place of the manufacturer’s name, but, 
so far, the company had refused all such orders. 

The Southerly Company had obtained national distribution 
for its products under its own trade name and by means of its 
own salesmen. It always had maintained a high standard of 
quality in factory production, and quality and reliability were 
its chief selling arguments; its prices were slightly higher than 
those of competitors. The company sold to wholesalers and also 
directly to retailers and industrial users, all of whom it offered the 
same quantity discounts; the company offered no trade discounts. 
Its terms were 30 days net. The company did not attempt to 
control the resale prices of its products. 

With the exception of marking tags, the company produced 
all its classes of merchandise both for stock and upon special 
orders. Approximately 60% of its total sales were of special 





1 Fictitious name. 
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articles and about 40% were of stock articles. Because of strong 
competition in the sale of tags, the company’s gross margin on 
tags was smaller than its gross margin on items manufactured 
upon special orders. 

The company’s machinery for the manufacture of marking tags 
frequently operated at but from 60% to 75% of capacity because 
of lack of orders. The company estimated that it could increase 
its sales of tags at least 10% by accepting orders from whole- 
salers who stipulated that their own names or the names of 
their customers should replace the company’s name on the tags. 
The acceptance of those conditional orders would permit the com- 
pany to operate its equipment more regularly and to produce 
tags more economically. If the Southerly Company refused the 
orders, they would be given to its competitors. The wholesalers 
were unwilling to have both their own names and the name of 
the Southerly Company on the tags. 

Because the Southerly Company had established a reputation 
for the excellent quality of its products, the executives of the 
company wished the company’s name always to be associated with 
its products. The executives were of the opinion that, if the 
public found wholesalers’ brands of tags equal in quality to the 
Southerly tags, the selling advantage of the latter would be 
weakened. It was possible, moreover, that a wholesaler, after 
having established his brand on the basis of Southerly quality, 
would purchase tags of a lower grade from competitors of the 
Southerly Company and undersell that company. Although the 
executives recognized the desirability of increased orders for 
tags, they were of the opinion that acceptance of the conditional 
orders eventually might reduce sales, as well as weaken the com- 
petitive position of tags bearing the company’s name. They 
decided, consequently, to continue to refuse orders for tags on 
which another firm’s name was to appear. 


CoMMENTARY: The decision of the company to refrain from accept- 
ing orders which were to bear the names of wholesalers or their 
customers was sound. The mere placing of the private brands on the 
tags would not have increased the aggregate quantity of tags used. In 
so far as individual retailers and wholesalers stimulated sales for their 
private brands they would have cut into the market for other brands, 
including Southerly tags. To the extent that such private brands as 
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were produced by the Southerly Company obtained a share of the sales 
previously made by other manufacturers, the Southerly Company 
would have gained. That gain, however, would have been of doubtful 
permanence. 

Had the Southerly Company filled orders for private-brand tags, it 
would have aided the owners of those brands in securing a foothold in 
the market with tags of good quality. Once in the market the private- 
brand owners could have purchased from other sources, if they so 
desired, perhaps lowering quality in order to be able to underquote 
competitors. Thus the volume of sales of the Southerly Company might 
have been endangered; at best the company could not fairly have ex- 
pected any net gain, except temporarily, from engaging in the manu- 
facture of private brands. Inasmuch as the Southerly Company was in 
a strong financial position, with a well-established reputation for its 
brand, it could afford to act independently, by refusing to accept 
private-brand orders. 


March, 1926 Matic; 


HUTCHINSON DEPARTMENT STORE! 
DEPARTMENT STORE—PAPER BOXES 


Purcuasinc—Maintenance of Relations with Several Sources to Safeguard 
Supply. In order to protect itself against the possible inability of its 
customary supplier to meet its requirements of paper boxes, a depart- 
ment store decided to divide its purchases between its customary sup- 
plier and another company even though the latter quoted higher prices 
and gave less satisfactory delivery service than did its competitor. 


(1921) 


Prior to 1920, the Hutchinson Department Store had purchased 
its entire supply of folding paper boxes from the Rivett Com- 
pany.t Both companies were located in the same city. The 
department store’s average annual purchases of paper boxes 
amounted to about $50,000. The purchasing agent made con- 
tracts for a year’s supply at the beginning of each year, and the 
manufacturer made deliveries according to the purchaser’s re- 
quirements. Each year the purchasing agent requested bids from 
several manufacturers of paper boxes. The quotations of the 
Rivett Company always had been equal to or lower than those 
of its competitors. 

In 1920, because of a fire at the Rivett Company’s plant, that 
company could not fulfil its contract with the Hutchinson Depart- 
ment Store, and the purchasing agent of the store had difficulty 
in obtaining containers to meet his requirements. Other paper 
box manufacturers were unable to give prompt delivery and fre- 
quently could not ship the boxes when promised because of the 
heavy demand and the difficulty of securing sufficient quantities 
of raw material. The purchasing agent of the Hutchinson De- 
partment Store believed that if the store formerly had made 
purchases from more than one paper box manufacturer, it would 
not have had difficulty in obtaining a sufficient supply during 
the emergency. Accordingly, when the Rivett Company resumed 
operations, the purchasing agent weighed the advisability of 
dividing his purchases between that company and another paper 
box manufacturer. 
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The most important factors influencing the purchasing agent 
in selecting sources of supplies were price, quality, and prompt- 
ness and punctuality of delivery. He also took into consideration 
the reliability of a manufacturer and his reputation for exact 
fulfilment of specifications. In placing orders, the purchasing 
agent usually favored manufacturers who had given satisfactory 
service over a period of years. 

The purchasing agent was not certain that the purchasing of 
paper boxes from more than one manufacturer would be advan- 
tageous. The Rivett Company had established a reputation for 
quality and for exact fulfilment of specifications. The company 
was careful to prevent mistakes in shipping, invoicing, and check- 
ing the quantity and quality of its products. Because of its loca- 
tion the Rivett Company was prepared to deliver on short notice. 

The purchasing agent concluded that, of the Rivett Company’s 
competitors, the Emerson Company? was the most satisfactory 
so far as price, quality, delivery, and reliability were concerned. 
The Emerson Company, however, was located 200 miles from 
the Hutchinson Department Store, and the purchasing agent 
expected that if he bought from that source he would have to 
place orders for shipments on contracts about a month earlier than 
he would if he continued to purchase from the Rivett Company. 

The quality of the Emerson Company’s boxes was as high as 
that of the Rivett Company’s products. The Emerson Company’s 
quoted prices were on the average about 25 cents per thousand 
higher than those of the Rivett Company. It was possible, how- 
ever, that division of purchases between the two manufacturers 
would result in a competitive lowering of the prices of both. Such 
a division of purchases, moreover, would assure the purchasing 
agent that two manufacturing companies had immediate interest 
in supplying the Hutchinson Department Store. If unforeseen 
circumstances prevented one box company from fulfilling its con- 
tract, the purchasing agent could depend on the other to meet the 
store’s requirements. 

In 1921 the Hutchinson Department Store decided to order 
one-half of the boxes which it needed from the Rivett Company 
and the other half from the Emerson Company. This division 
of purchases increased the cost of folding paper boxes to the com- 
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pany. In addition, the purchasing agent had to order half of the 
store’s requirements further in advance of actual needs than he 
previously had done. The store, however, was convinced that it 
was in a safer position than formerly. 


Commentary: An unusual coincidence precipitated this department 
store’s problem as to whether to purchase such operating supplies as 
paper boxes from more than one source. The company from which the 
store previously had purchased boxes suffered an interruption of pro-. 
duction because of fire during the boom period in 1920. The occur- 
rence of a fire in the plant of a producer of supplies at the height of 
a boom period is not a risk which in itself should govern the general 
policy in such a case as this. The problem which was precipitated 
under such unusual circumstances, however, might have been pre- 
cipitated by other circumstances more likely to recur. 

In deciding whether this store should have divided the purchases of 
paper boxes between two or more sources, it is to be noted that the 
cost from the second source was higher. This obviously was a reason 
against dividing the orders. Reference is made to the disadvantage in 
having to place the orders with the second source a month earlier than 
with the first source. This is a secondary matter, however, because it 
merely requires routine attention. The service of the old source in 
inspecting, shipping, and invoicing the supplies was a matter of con- 
sequence, however, because of the effect that service had in lightening 
the burden of the department store and in avoiding irritating adjust- 
ments. 

Despite these adverse factors, the decision of the company in this 
instance was sound. A continuous supply of these boxes was required; 
it was necessary that deliveries should be made continually in order 
to avoid interference with the major operations of the business, and 
supplies of the type of paper boxes required so much storage space that, 
as a general policy, the department store could not undertake to carry 
a stock to protect it in the event of emergencies. Storage space in an 
urban district usually is expensive, and if the company were to adopt 
the policy of carrying a reserve stock to protect itself against emergen- 
cies, that policy should apply not only to paper boxes but also to many 
other supplies that the store buys. The general application of such a 
policy would involve an unwarranted expense. The expense of such a 
policy, in fact, probably would more than offset the extra cost of sup- 
plies which would result from a division of the orders. 

It is quite possible that in an emergency the second source might 
already have obligations to other customers which would prevent its 
furnishing the company with a greater quantity of supplies than the 
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contract called for. That quantity, however, would take care of the 
most urgent requirements of the company and there was the further 
value of an established relationship which would assure friendly con- 
sideration of the purchaser’s requests in an emergency by a source that 
was familiar with the purchaser’s requirements. 

In this case it is significant that the purchasing problem is con- 
cerned with bulk supplies for which continuous deliveries are required. 
This is quite unlike a situation where quantities and specifications are 
determined by particular circumstances which vary from order to order. 
This case indicates that in purchasing operating supplies which are 
bulky in character and which require continuous deliveries in order to 
avoid the incurring of heavy expense for Storage, a purchaser can 
secure protection against complete stoppage of his supplies by placing 
contracts for each item with more than one source. If the price from 
a second source is higher than it would be necessary to pay if purchases 
were concentrated, the extra price constitutes a premium paid for safe- 
guarding supplies. 


November, 1925 M. T. C. 


HEMLOCK DEPARTMENT STORE! 
DEPARTMENT STORE—PAPER BOXES 


Purcuasinc—Discontinuance of Relations with Supplier Because of Unre- 
liability. The purchasing agent in charge of buying supplies for the 
department store decided to make no further purchases from a paper 
box manufacturing company which, on the first order that he placed 
with it, failed to fulfil specifications exactly as to the dimensions of 
boxes for packing waists for delivery to customers. The purchasing 
agent looked upon that failure as an indication of unreliability, although 
the discrepancy in size had no effect on the use of the boxes. 


(1921) 

The Hemlock Department Store, which was located in a south- 
ern city, required annually about 10,000 paper boxes for packing 
waists for delivery to customers. The store ordered those boxes 
in only one size, 22 inches by 11 inches by 2% inches. Prior 
to 1921, the store had made all its purchases of those boxes from 
the Edwards Box Company,! which was about 1,000 miles distant 
from the store. The store placed two orders each year, in the 
spring and autumn, for lots of 5,000 boxes, an entire lot to be 
shipped at one time. 

In the spring of 1921, the purchasing agent in charge of secur- 
ing supplies for the Hemlock Department Store obtained quota- 
tions from three manufacturers on 5,000 waist boxes of the size 
he customarily ordered. One of the companies from which he 
obtained quotations was situated locally. Its price was higher 
than those of the other manufacturers, and the purchasing agent 
did not consider that offer further. The Edwards Box Company 
quoted a price of $35 per thousand boxes delivered. The Hickory 
Box Company,' located at a distance of about 500 miles from 
the Hemlock Department Store, quoted a price of $33.75 per 
thousand boxes delivered. Although he had had no previous 
experience with the Hickory Box Company, the purchasing agent 
gave the store’s order to that company because of its lower price 
and the prompter delivery that it could give. 

When the shipment of boxes was received from the Hickory 
Box Company, the purchasing agent examined them thoroughly. 


1 Fictitious name. 





358 


HEMLOCK DEPARTMENT STORE 359 


The quality of the paper which had been used in making the 
boxes was equally as satisfactory as that of the boxes previously 
purchased from the Edwards Box Company, and the boxes were 
well made and carefully shipped. Delivery from the Hickory 
Box Company required only one week, while delivery from the 
Edwards Box Company had taken from ten days to two weeks. 
The purchasing agent discovered, however, that the boxes were 
2134 inches long instead of 22 inches long as ordered, and no 
satisfactory explanation of the discrepancy could be secured from 
the Hickory Box Company. That difference was not enough to 
be noticed ordinarily, and had no effect on the use of the boxes. 
The purchasing agent estimated, however, that the difference in 
length had allowed the Hickory Box Company to save about 250 
square feet of material on the order. If the purchasing agent of 
the Hemlock Department Store forced the Hickory Box Company 
to meet size specifications in the future, the supplier might slight 
quality in order to increase its profit or to reduce its selling price 
below those of its competitors. 

Since the purchasing agent of the Hemlock Department Store 
considered the Hickory Box Company’s failure to fulfil specifica- 
tions exactly an indication of unreliability, he severed his relations 
with that company and placed the store’s order for 5,000 waist 
boxes in the fall of 1921 with the Edwards Box Company. 


ComMMENTARY: As the purchasing agent of the department store 
concluded, in the light of the evidence available, the action of the 
Hickory Box Company in skimping the size of the boxes delivered indi- 
cated unreliability. It was sharp practice. The fact that the store was 
not injured by the action of the Hickory Box Company does not alter 
the conclusion. Petty dishonesties and large thefts belong in the same 
category. The decision of the purchasing agent of the store to sever 
relations with the Hickory Box Company was commendable. 


March, 1926 M. T.C: 


HERKIMER STEEL Company! 
MANUFACTURER—STEEL 


PurcHasinc—Reciprocity Between Manufacturers. Among other quota- 
tions which he obtained from truck manufacturers on ten three-ton 
trucks, the purchasing agent for the company, which manufactured 
steel, obtained two quotations which were satisfactory from the point 
of view of quality, time required for delivery, and price, although the 
price of one of the truck manufacturers was slightly higher than the 
price of the other. The manufacturer quoting the higher price recently 
had become a customer of the steel company; the other manufacturer 
was not a customer. The purchasing agent had to decide whether to 
buy at a price differential in order to strengthen the company’s rela- 
tions with its new customer. 


(1922) 


The purchasing agent of the Herkimer Steel Company, in 1922, 
received a requisition from the superintendent of the company’s 
Smithtown plant for ro 3-ton trucks to be used for the transpor- 
tation of employees from the plant to the town. In accordance 
with the usual procedure, the purchasing agent sent out requests 
for quotations on these trucks to 15 leading manufacturers. 
The following quotations of prices and deliveries were received: 





Company= Smibioes Ent Dene’ 
IBUECOuo IS (OM fan yet aa eee $39,500 3 weeks 
pon ner: Colm pany..3) jan wether ae 41,000 2 weeks 
Burwell.Company: 4... 64000 sete 43,250 I week 
Gitler Compan Venwtuctihs veneer ne cae 38,500 2 weeks 
BY Cy Dutt GOlIDANY. ametuer tae 40,750 4 weeks 
IBlSe Company. tae tne ee eee nie 37,400 6 weeks 
Stapler Conipany seas mao eka Lae 42,000 4 weeks 
PinaemC GMnanva, ose ee nse ee 46,500 5 weeks 
Elumpnreys, Company, «4. .0.e6<s08 39,500 4 weeks 
Fiedcom. COl pall Vere ante eee ean 38,000 2 weeks 





Since the time of delivery was of secondary importance, pro- 
vided the trucks could be obtained within a month, the decision 
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turned on relative prices and quality. Each of these manufac- 
turers had a reputation for making good trucks—some, of course, 
better than others—but the purchasing agent largely had elim- 
inated the question of quality in selecting the companies to which 
requests for quotations had been sent. 

In determining where to place the order, the purchasing agent’s 
first step was to eliminate from consideration all quotations over 
$40,000. The quotation of the Bliss Company, although lowest 
in price, was unsatisfactory, because the purchasing agent had 
learned that after a recent change in management in the plant 
the quality of that company’s trucks had been lowered; the 
company also was unable to give prompt delivery. Of the four 
companies remaining, there seemed to be little choice except 
on price quotations. All four, in the opinion of the Herkimer 
Steel Company’s engineers, would furnish trucks that would give 
satisfaction. Because of higher prices, the Burroughs Company 
and the Humphreys Company were not considered further. 

The decision of the purchasing agent then rested between the 
purchase of Cutler and Heddon trucks. The Herkimer Steel 
Company had in operation at one of its other plants a fleet of 
15 Heddon trucks which had been in service 3 years. The Her- 
kimer sales manager had sent a memorandum to the purchasing 
agent to the effect that the Cutler Company recently had placed 
a large order for steel and the day before had written to the 
sales manager saying that it understood that the Herkimer Steel 
Company was in the market for trucks and hoped that the Cutler 
bid would be given careful consideration. ‘The sales manager 
requested that, if it were possible, the order be placed with the 
Cutler Company, for he was desirous of cementing the relations 
between this new customer and the Herkimer Steel Company. 
The purchasing agent never had bought Cutler trucks but knew 
from their reputation that in quality they were equal to Heddon 
trucks. 

It had been the policy of the Herkimer Steel Company to have 
the purchasing and sales departments work in close cooperation. 
Whenever the sales department obtained a large order, the pur- 
chasing department was notified so that it might have this addi- 
tional information to use when placing orders; and whenever 
the purchasing department placed an order, the sales department 


362 HARVARD BUSINESS REPORTS 


was notified so that it might use this as a further argument in 
making sales. Although the Heddon Company had made the 
lowest bid, it had bought no steel from the Herkimer Steel Com- 
pany for five years. 

The purchasing agent of the Herkimer Steel Company had to 
decide whether to give the order for the 1o trucks to the Cutler 
Company, despite the price differential of $500, or to the Heddon 
Company. 

On the forms on which another steel manufacturer, the Madison 
Tube and Sheet Company, sent out requests for quotations, the 
following statement was made: 


It is understood that all material manufactured by ourselves or 
any of our allied companies must be bought from said companies 
for this work and prices obtained from the nearest district sales 
office. Alternative bids may be submitted based on material ob- 
tained elsewhere. 


The following clause was incorporated in the order blank used 
by the Madison Tube and Sheet Company: 


In accepting this contract the contractor agrees to specify Madi- 
son Tube and Sheet Company materials where possible. 


CoMMENTARY: Inasmuch as the company was operating a fleet of 
15 Heddon trucks at one of its plants, some slight gain might have been 
expected, perhaps, in purchasing the same make of trucks for the Smith- 
town plant. The advantages of standardizing such accessory equipment 
between plants, however, were less than the gains from standardization 
at a single plant. Even though a plan of standardization of accessory 
equipment throughout the company’s various plants were adopted, 
moreover, the standard selected necessarily would be subject to change 
when circumstances warranted it, and the situation presented in this 
case might have been occasion for changing to Cutler trucks as stand- 
ard equipment. The date when the fleet of Heddon trucks would have 
to be replaced was approaching. Under these circumstances, the fact 
that the company previously had purchased Heddon trucks for another 
plant was not to control the decision. The purchasing agent, according 
to the case, was convinced that the two makes of truck were of equal 
quality. The problem thus resolved itself into one of reciprocity in 
purchasing at a price differential. 

The Heddon Company offered the lower price. The Cutler Com- 
pany was a customer. The steel company naturally desired to retain 
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the favor of all its customers, and the differential involved in this trans- 
action was small, less than 114% of the price of the trucks. Therein 
lay the strength of the case for reciprocity in purchasing in this in- 
stance. The question was one, however, which should have been looked 
at from the standpoint of general policy. If reciprocity with the Cutler 
Company were to have been practiced at a differential of 114%, then 
the same practice should have been followed in making other pur- 
chases, perhaps at higher differentials. The effect of that policy would 
have been to increase the Herkimer Steel Company’s costs of produc- 
tion. The effect was likely to become cumulative, with a tendency for 
the sellers to take advantage of their preferred positions. 

The Herkimer Steel Company would have expected to receive recipro- 
cal treatment, of course, in selling to customers from which it bought 
equipment or materials at price differentials. It was not in that direc- 
tion that the most serious objection to the policy was to be found. 
The chief snag was the fact that the company had many potential cus- 
tomers from whom it could not make reciprocal purchases. To those 
customers it would have been necessary to charge higher prices, because 
of the higher costs incurred through differential reciprocity, or the 
Herkimer Steel Company would have had to sacrifice profits. Sooner 
or later the prosperity of the steel company would have suffered. Hence 
reciprocity in purchasing at a price differential was unsound econom- 
ically and also would have encouraged laxity in business standards. 


March, 1926 Ma Lec: 


KLAMEX Company! 
DEPARTMENT STORE—SOAP 


PurcHasinc—Maintenance of Relations with Local Supplier Despite Price 
Differential. The executives of the company, which owned and oper- 
ated a department store, were of the opinion that a large part of the 
store’s business depended upon friendly personal relations between the 
customers and the officers and employees of the store. For that reason, 
the company, in common with other companies operating department 
stores in the city, purchased supplies locally even when a substantial 
price differential was involved. In accordance with this policy the com- 
pany refused an offer of a non-local firm selling liquid soap, although 
the price of the company’s local supplier was 62.5% higher than that of 
the non-local firm. 


(1924) 


The store superintendent of the Klamex Company, which 
owned and operated a department store in a southern city with a 
population of about 150,000, purchased all supplies for the store. 
He always purchased the company’s requirements of liquid soap, 
which were about 1,500 gallons annually, from a local firm, the 
Willett Supply Company,’ without asking for quotations from 
other companies selling soap. The Willett Supply Company 
manufactured the soap which it sold and also acted as a wholesale 
distributor for other cleaning materials. In addition to its pur- 
chases of soap, the Klamex Company made small purchases total- 
ing about $75 annually from the Willett Supply Company. 

In the spring of 1924, the Holden Company,! a soap manu- 
facturer located in a city about 800 miles from the Klamex Com- 
pany’s store, attempted to secure an order from the Klamex Com- 
pany. The price of the Holden Company’s soap delivered was 
40 cents a gallon, while the Willett Supply Company’s price 
for the same quality of soap delivered was 65 cents a gallon. The 
Holden Company’s products were distributed nationally and had 
a reputation for high quality. The minimum order which the 
Holden Company would accept for soap, however, was 5 drums, 
each containing 55 gallons; the Klamex Company purchased but 
one drum of soap at a time from the Willett Supply Company. 
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The larger unit purchases required by the Holden Company 
would make it necessary for the Klamex Company to provide 
additional storage space. Delivery from the Holden Company 
would require from 10 days to 2 weeks, while the local com- 
pany could make delivery the same day the order was placed. 

The store superintendent of the Klamex Company, in common 
with the purchasing agents of the other department stores in the 
city, had adopted a general policy of making all purchases of 
supplies locally, in so far as possible, unless the prices of the 
local firms were 50% or more higher than the prices offered 
by firms located elsewhere. Prior to the offer of the Holden 
Company, the store superintendent of the Klamex Company had 
not received from any non-local supplier an offer acceptance of 
which would have involved a substantial saving. On the impor- 
tant supplies required by the store, such as merchandise envel- 
opes, paper boxes, wrapping paper, and twine, local manufac- 
turers or distributors had met the prices of non-local companies. 
The store superintendent had made no effort to obtain price quo- 
tations from non-local firms on supplies which the store used in 
small quantities. The offer of the Holden Company, however, 
involved a possible annual saving for the Klamex Company of 
$375 on purchases totaling 1,500 gallons. The Willett Supply 
Company’s price was approximately 62.5% higher than the price 
of the Holden Company. 

The executives of the Klamex Company deemed it advisable 
to patronize local firms even when their prices were out of line 
with those of non-local firms, because experience had shown that 
much of the store’s business depended upon friendly personal 
relations between the customers and the officers and employees of 
the store. The executives were of the opinion that the loss of a 
customer’s account usually could be traced to a personal feeling 
rather than to dissatisfaction with the merchandise or the service 
offered by the store; the friends of a customer who closed his 
account with the store frequently closed their accounts also. 
Because of these personal factors, the store superintendent in 
arranging for printing work, for instance, gave orders to each of 
the local printers in turn, regardless of price. 

By accepting the offer of the Holden Company, the executives 
of the Klamex Company were apprehensive that the company 
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might lose the account of the president of the Willett Supply 
Company. That account amounted to only $500 or $600 a year, 
but the friends of the president might also refuse to make further 
purchases from the Klamex Company. In the past, the store 
superintendent had refused to purchase from a local supplier 
only when a serious failure to fulfil specifications or promises of 
delivery had occurred. Such instances had been infrequent, and 
the accounts lost to the store thereby had not been large. More- 
over, in such instances, the Klamex Company simply had trans- 
ferred its patronage from one local firm to another. 

The store superintendent of the Klamex Company decided to 
continue purchasing liquid soap from the Willett Supply Com- 
pany in spite of the lower price quoted by the Holden Company. 


ComMENTARY: In several respects this case is similar to the Herki- 
mer Steel Company case.? In both instances purchases were proposed 
or made at price differentials in order to curry favor with customers 
or to avoid antagonizing them. The effects on the purchaser’s costs or 
operating expenses were analogous in the two cases. The Klamex Com- 
pany, however, in contrast to the Herkimer Steel Company, had purely 
a local market and its chief competitors were following the same policy. 
Hence the Klamex Company was not likely to suffer a competitive 
handicap by giving preferential treatment to local sources of supply. 
The practice was presumed, I judge, to enhance local business pros- 
perity by “trading at home.” Although it may have afforded a tem- 
porary stimulus to local businesses, I am skeptical as to its ultimate 
benefits to the community, for it must have tended to increase the cost 
of living in the community above that in other communities whose 
manufacturers and merchants purchased their materials and supplies 
on a basis of economy. 

The amount involved in this perce purchase was small, but the 
principle was not insignificant, for it was applied to the purchase of 
other supplies and was followed by other merchants. This local 
custom resulted in a protective practice which, on a small scale, was 
similar to a protective tariff for a national market, but with little 
likelihood that within the small local area competition would be so 
stimulated as to eliminate the premiums on local purchases. 


March, 1926 M,C 
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SOUTHERN PINE CORPORATION! 


MANUFACTURER—LUMBER 


SALES ORGANIZATION—Manufacturer’s Sales Branches to Aid Development 
of New Territory. A southern lumber manufacturing company, selling 
chiefly to retailers, wholesalers, contractors, and large users in the 
south-central parts of the United States, contemplated establishing a 
sales branch in Boston in order to gain effective entrance to the New 
England market, which was being served chiefly by large wholesale 
yards with established relationships with New England buyers. 


WarEHOUSINGC—Maintenance of Stocks Near Consuming Market to Facili- 
tate Delivery. A southern lumber manufacturing company, selling 
chiefly to retailers, wholesalers, contractors, and large users in the south- 
central parts of the United States, contemplated extending its sales 
efforts to New England, where lumber similar to the company’s was 
being distributed chiefly by large wholesale yards having established 
relationships with New England buyers. If the company established a 
sales office in Boston, as it contemplated, it would have to decide 
whether to stock lumber there to facilitate prompt deliveries, or to con- 
tinue its former practice of shipping direct to buyers from its producing 
mills, 


(1922) 


In the early part of 1922, the Southern Pine Corporation, which 
operated lumber mills in Florida and Mississippi, was making 
most of its sales to retailers, wholesalers, contractors, and large 
users in the states along the Mississippi and Ohio rivers. The 
company had done little to develop sales in the New England 
states or in other Atlantic Coast states north of Virginia. The 
company sold some shed stock and yard stock, other than timbers, 
directly to retailers in the northeastern territory, but most of 
its sales of timbers in that territory were made on commission 
by a New York firm which distributed the products of several 
mills. 

At this time, however, the company decided to establish a sales 
office in New York. It was proposed that the company also open 
a sales office in Boston and, in order to be able to meet compe- 
tition by giving quick delivery, maintain stocks of timbers in that 
territory. Up to this time the company had made shipments of 
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timbers directly from its mills on orders from the northeastern 
territory. 

For each of its smaller sales districts, the Southern Pine Cor- 
poration employed one salesman. This salesman had an office 
in the city which he made his headquarters and was assisted by 
a stenographer. The radius of his territory seldom exceeded 
100 miles. Although the salesman usually came into the office 
for short periods several times during each week, he ordinarily 
spent but one complete day a week in the office. 

In each of the larger territories a chief salesman was in charge, 
with one or more junior salesmen, a stenographer, and in some 
instances an office man, to assist him. The chief salesman called 
upon the more important customers. Under his direction the 
junior salesmen called upon the other customers and the pro- 
spective customers. The chief salesman planned his trips so 
that he was in the office during parts of three days each week. 

At the sales office which it had decided to establish in New 
York, the Southern Pine Corporation planned to employ four 
salesmen: one for eastern New York, one for New York City, 
one for eastern Pennsylvania and northern New Jersey, and one 
for southern New Jersey, Delaware, and Maryland. These men 
were to call on retailers, wholesalers, contractors, and others who 
bought lumber in large quantities. No distributing yard was to 
be maintained in New York. Shipments would be made directly 
from the mills by rail or by water. 

Yellow pine was distributed in New England, at this time, 
chiefly by a few large wholesale yards which sold timber and 
planking to retailers, contractors, railroads, and other large users. 
These wholesalers held no agencies for mills in the South. The 
wholesalers customarily employed representatives in the South, 
usually at Jacksonville, to purchase lumber when prices were 
favorable and at all times to supply information regarding market 
conditions. There were three wholesalers in Boston who sold 
yellow pine almost exclusively, two in Providence, one in New 
Bedford, one in Fall River, and two in Portland. The Southern 
Pine Corporation contemplated making an effort to obtain orders 
from these wholesalers, but was of the opinion that it would be 
difficult to change their established relationships with other mills. 

In New England, spruce largely took the place of yellow pine 
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in small sizes. Retailers bought this spruce directly from the 
mills, which usually cut it to order and delivered it in carload 
or cargo lots. In Boston there were three or four sales offices 
of companies owning mills in the spruce regions of Maine, Quebec, 
Nova Scotia, New Brunswick, and Newfoundland. 

The demand for yellow pine timbers in New England was not 
large. Many retail yards received orders for such timbers but 
once or twice a year. Consequently, retailers did not maintain 
stocks of the timbers but purchased from wholesalers after receiv- 
ing orders. This contrasted with the situation in districts out- 
side of New England, where the Southern Pine Corporation 
frequently sold timbers, as well as planking, directly to retail 
yards from its mills. 

Several large western mills producing Douglas fir recently had 
employed agents to call on retailers and large contractors in New 
England. These western companies made shipments directly 
from their mills either by rail or by steamer through the Panama 
Canal. The companies, however, planned to establish stocks at 
points in the East as soon as practicable. 

The Southern Pine Corporation was of the opinion that it 
might be able to increase its sales of timbers in New England by 
having its salesmen call upon retailers and contractors there 
and promise them punctual deliveries from its southern mills. 
In this way the company might secure the business which was 
going to the large wholesale yards. 

The company, however, had had unfortunate experiences when 
it had guaranteed deliveries of timbers on orders to be shipped 
directly from its mills. It had been able to obtain from the mills 
sufficient planking to meet obligations, but occasionally logs of 
a quality and size suitable for sawing into timbers had not been 
available when the orders came in, with the result that the com- 
pany had been forced to purchase timbers at high prices from 
other mills in order to make deliveries punctually. Because of 
the difficulty of making satisfactory deliveries directly from its 
mills, the company contemplated maintaining stocks of timbers 
in New England. 


CoMMENTARY: The information presented in this case is too scrappy 
to warrant an expression of opinion on the question of the establish- 
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ment of sales branches by the company. The case does afford an inter- 
esting example, however, of a situation in which it was desirable to 
maintain stocks of a bulky material near the points of delivery to enable 
punctual, and at times prompt, deliveries to be made. The production 
of large timbers could not be regulated, as in the case of smaller sizes 
of lumber, in accordance with current demand. Punctual deliveries, 
and in some instances prompt deliveries, were required by purchasers 
of timbers for construction work. It was necessary for the company 
to carry stocks of timbers in order to take advantage of demand as it 
arose; apparently it was more advantageous from a sales standpoint to 
carry those stocks near the consuming market than to carry them at 
the mills. 


March, 1926 MHC: 


WARREN TEXTILE MACHINERY CoMPANY! 
MANUFACTURER—MACHINERY 


SALES PRoMOTION—Concessions in Credit Terms to Secure Initial Sale. The 
company, a large manufacturer of textile machinery, produced the first 
French-system textile machine made in the United States. In order to 
have at least one of its new machines in operation, and so reduce the 
sales resistance manifested by potential users of the machine, the com- 
pany accepted an order from a firm which stipulated credit terms more 
favorable to itself than those to which the company regularly adhered. 


(1922) 


In 1922 the Warren Textile Machinery Company produced the 
first French-system textile machine made in the United States. 
Because of the distrust which the few worsted manufacturers who 
were in the market to buy equipment had for the first machinery 
of this type to be produced by an American organization, the 
company had difficulty in making sales on its usual terms, which 
were cash in 30 days from the date of installation. One prospec- 
tive customer was found, however, who was willing to make a 
comparatively small installation, involving $175,000, provided the 
company would grant him terms of 25% cash in 30 days from 
the date of installation and the remainder in 6 equal installments 
during the next 3 years, with interest at 6% on unpaid notes. 

The new line of machinery seemed to be equal to the best for- 
eign product. The Warren Textile Machinery Company was one 
of the largest manufacturers of textile machinery in the United 
States. The company’s annual sales were about $20,000,000. 
Its Bradford type of machinery competed in world markets with 
the products of European manufacturers. The new product also 
competed in price with similar French-system machinery pro- 
duced abroad. Since American worsted manufacturers, however, 
always had imported equipment of this type, they were likely to 
doubt at first the ability of the American company to construct as 
efficient equipment as that produced abroad, even though they 
recognized the equality and in some instances the superiority of 
American textile machinery of other types. 

The Warren Textile Machinery Company had developed the 
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new line because of the expectation that the line would have a 
large and growing market. The executives were of the opinion 
that the Bradford-system machinery and the French-system 
machinery each had a distinct field of usefulness. For handling 
long wools and hairs the Bradford-system machinery was highly 
satisfactory, being simple in operation and construction, flexible, 
and producing at comparatively low cost. For spinning short, fine 
wools and mixtures of these with cotton, however, the French- 
system machinery was superior; on it could be produced good 
yarns from a stock too short for the Bradford-system unless mixed 
with longer stock. The executives recognized that the world sup- 
ply of fine, long-staple wool had been diminishing for some time. 
Since the market prices were less for the shorter fibers, which 
could be used satisfactorily on French-system machinery, the 
executives foresaw the possibility of reduction in yarn costs as a 
result of extension of the use of machinery of that type. 

The company had not been able always to adhere rigidly to its 
usual credit terms. During the development of the cotton in- 
dustry in the South, for example, where adequate capital for large 
fixed investments had not been available, the company often had 
been forced by competition to accept shares of the stocks of 
mills in payment for machinery. In the case of the worsted 
machinery, however, the company feared the establishment of a 
troublesome precedent if it should depart from the terms to which 
it had adhered for many years. The amount of capital required 
to finance all its sales on the terms requested by the prospective 
customer would have been prohibitive. In order to secure an 
initial installation, nevertheless, the Warren Textile Machinery 
Company decided to accept an order for the new French-system 
machinery on the requested terms of payment. 


ComMMENTARY: Dependability in operation was one of the chief 
objects sought by a prospective purchaser of expensive machinery such 
as the French-system machine produced by the company. Full assur- 
ance of dependability could not be given until the machinery actually 
had been installed and operated in at least one factory. It was worth 
while, therefore, for the manufacturer to make the concessions re- 
quested in order to have one installation for demonstration and thereby 
to lessen sales resistance. 


March, 1926 Mog bac, 


STEBBINS & FRENCH! 
MERCHANTS—WOOL 


DISTRIBUTION CHANNELS—Distribution of By-Products through Producer’s 
Own Sales Force. The firm sold wool to both woolen and worsted mills, 
chiefly by its own salesmen. Noils, which were produced incidentally 
in the production of tops for use in making worsted yarn, constituted 
about 10% of the firm’s total sales and were sold only to woolen mills. 
When the worsted industry was active, the firm’s salesmen had diffi- 
culty in selling noils, because at such times the woolen industry usually 
was relatively inactive. For this reason it was suggested that the firm 
sell its noils by six months’ contract to noils merchants instead of di- 
rectly to woolen mills by its own salesmen. The firm, however, re- 
jected this proposal. 


DISTRIBUTION CHANNELS—Maintenance of Contacts with Temporarily In- 
active Accounts—(Commentary). The firm sold wool to both woolen 
and worsted mills, chiefly by its own salesmen. Noils, which were pro- 
duced incidentally in the production of tops for use in making worsted 
yarn, constituted about 10% of the firm’s total sales and were sold only 
to woolen mills. When the worsted industry was active, the firm’s sales- 
men had difficulty in selling noils, because at such times the woolen 
industry usually was relatively inactive. For this reason it was sug- 
gested that the firm sell its noils by six months’ contract to noils mer- 
chants instead of directly to woolen mills by its own salesmen. The 
firm, however, rejected this proposal. The commentator concurs in the 
firm’s decision, pointing out that it was important for a firm of raw 
material merchants to maintain continuous relations with all potential 
customers. 


(1922) 


Stebbins & French, a firm of Boston wool merchants which had 
been active in the wool trade for more than 30 years, handled all 
grades of wool for woolen and worsted mills. It purchased wool 
from growers in the Far West and also from local wool merchants 
in the Ohio Valley and similar districts. The firm also imported 
wool from the British colonies and from South America and wool 
tops from England. Like other wool firms, Stebbins & French 
ordinarily bought wool in the grease. It sold wool in the grease, 
and also scoured or combed when market conditions enabled it 
to obtain greater profits thereby. 
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The scouring process removed the animal grease from the wool. 
Ordinarily the wool, as it came from the sheep’s back, lost from 
50% to 70% of its weight in the scouring process. Wool mer- 
chants, in buying wool in the grease, estimated the probable 
shrinkage in scouring, in order to base their calculations on the 
price of scoured wool. There were numerous plants to which wool 
merchants could send grease wool for scouring. The decision 
whether to have a particular lot of wool scoured before resale 
depended upon market conditions and upon the preference of the 
individual mill to which it was to be sold. 

The process which differentiated worsted manufacturing from 
woolen manufacturing was combing. The fibers in a single fleece 
varied greatly in length. Only the long fibers, however, were suit- 
able for spinning into worsted yarn. It was by the combing pro- 
cess that the long fibers for worsted spinning were separated from 
the shorter fibers. The strand of long fibers from a combing 
machine was wound into a cylindrical ball as it came from the 
machine. This was known as a top. Worsted tops were articles 
of commerce. The short fibers removed by the combing machine 
were known as noils. These noils were suited to the manufacture 
of woolen cloth and were sold regularly for that purpose in com- 
petition with short-fiber wool. 

A wool comb was an expensive, intricate machine, and ordi- 
narily a worsted mill, if it operated a combing department, was 
equipped with only enough combs to provide for its normal needs. 
There were numerous firms, however, which operated combs for 
combing wool on commission for wool merchants or worsted 
manufacturers. Several other firms, known as top makers, bought 
wool, combed it on their own account, and sold the tops to worsted 
mills and the noils to noils merchants. 

Stebbins & French sold wool in the grease and scoured to both 
woolen and worsted mills. Its total sales ordinarily were about 
$11,000,000 a year. When market conditions furnished an oppor- 
tunity, the firm sold tops to worsted spinning mills which operated 
no combs, to worsted mills which were in need of immediate 
delivery, and also to worsted mills which required quantities of 
tops in excess of their combing capacity. Including imported 
tops, about 60% of the firm’s sales were of tops. The noils pro- 
duced from the wool which Stebbins & French purchased and 
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had combed on commission were sold by the firm to woolen manu- 
facturers. Noils averaged about 10% of the firm’s total sales, 
occasionally falling as low as 3%. 

Stebbins & French employed salesmen to solicit orders from the 
mills, and occasionally it sold both wool and noils through 
brokers. Those brokers participated chiefly but not exclusively in 
transactions between wool merchants. They were intermediaries 
through whom sales were made chiefly to other wool merchants by 
firms that had stocks which for any reason they wished to sell 
quickly. In each instance the seller provided the broker with a 
sample of the wool and stipulated a minimum price. A broker 
occasionally was employed by a wool merchant to buy specific 
lots of wool from other merchants whom the buyer was averse to 
approaching personally. The broker received a commission of 1% 
of the selling price; the brokerage fee usually was paid by the 
seller. 

In 1922 two new partners were admitted to the firm of Stebbins 
& French, and at that time it was proposed that the firm should 
discontinue its practice of selling noils by its own salesmen. As 
an alternative, it was suggested that the firm should make a con- 
tract with a firm of noils merchants for the entire output of noils 
of Stebbins & French for the succeeding six months. The argu- 
ment advanced in favor of the contract with a noils merchant 
was briefly as follows. During a period when worsted mills were 
buying both wool and tops heavily, the demand from woolen mills 
for short-fiber wool and noils usually was less active than nor- 
mally, the popularity of worsteds indicating a lack of popularity 
of woolen goods. Consequently, since noils were produced inci- 
dentally in the production of tops, the firm had its largest output 
of noils at the very time that there was least demand for them. 
It might be advantageous, therefore, if when the worsted industry 
was most active the firm’s salesmen could concentrate on the sale 
of tops and wool without undertaking to sell noils. The proposed 
contract with a noils merchant would make this possible, relieve 
the firm of price risks on noils, and enable it to avoid carrying 
charges. 

Woolen manufacturers usually bought noils wherever they 
could secure them to best advantage, although some woolen manu- 
facturers preferred to buy noils from the same firms from which 
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they purchased wool. The new members of the firm pointed out 
that a noils merchant had an advantage in the noils trade because 
he could be relied upon as a regular source of specific grades of 
noils, while in the case of a wool merchant selling noils the noils 
trade was incidental, and the quantity and grades of his stock of 
noils fluctuated. 

The older members of the firm stated that the firm had been 
reasonably successful with its own policy, and that they were not 
willing to agree to entering into such a contract as was proposed. 


ComMENTARY: This firm normally sought to sell wool and noils to 
woolen manufacturers and wool and tops to worsted mills. The pur- 
chases of the mills were governed by the popularity of the different 
fabrics which they were producing. Under some conditions the com- 
pany’s sales were chiefly to worsted manufacturers and under other 
conditions chiefly to woolen manufacturers. At all times, however, it 
was essential for a firm of merchants of this type to maintain relation- 
ships with all potential customers, and even when the worsted industry 
was the more active woolen manufacturers made some purchases of wool 
and noils. In order to maintain relationships with customers the firm’s 
salesmen would have occasion to call upon woolen mills even when the 
worsted industry was the more active, and the firm properly decided 
that the salesmen should be expected to sell its noils. Such sales of 
noils and wool as were made to woolen manufacturers under those con- 
ditions would help to meet the expense of maintaining relationships 
with that class of customers and would enable the company to take 
advantage of any increase in demand. 


March, 1926 MST 2G; 


A. W. Bett O1t Company! 
MANUFACTURER—OIL 


WaREHOUSING—Maintenance of Stocks Near Consuming Market to Facili- 
tate Delivery. In order to give prompt delivery to customers and to 
save in freight charges by shipping in car lots, the company, which was 
located in Chicago and manufactured oil chiefly for sale to industrial 
users, decided to maintain stocks in a public warehouse in Minneapolis. 
For several years the company had maintained stocks in St. Louis, and 
the executives ascribed the increased sales volume in that district to 
the improved delivery service to customers. 


(1924) 


Since 1921 the A. W. Bell Oil Company, of Chicago, had main- 
tained stocks in a public warehouse in St. Louis, in order to be 
able to give prompt delivery to customers in that district. In 
1924 it was proposed that the company should also maintain 
stocks in Minneapolis. 

The A. W. Bell Oil Company manufactured lubricating oils and 
greases, and, in addition, refined and marketed fish oil which it 
purchased from eastern oil extractors. In 1924 approximately 
50% of the company’s sales, both in quantity and in value, were 
of cutting lubricant, which the company sold to machine-shops 
and factories at about $15 a barrel. Twenty-five per cent of the 
sales were of foundry oil, the price of which was about $25 a 
barrel to industrial users. This oil, when mixed with foundry sand 
and foundry flour, caused the mass to cohere. The remaining 25% 
of the sales were of lubricating greases, fish oils, and branded oils. 
The company sold the branded oils to textile mills, the lubricating 
greases almost exclusively to the manufacturers of automobiles 
in Michigan, and the refined fish oils chiefly to the manufacturers 
of paint and the makers of linoleum. On sales to wholesalers 
the company’s prices were 25% less than the prices which it 
quoted to industrial users. The company’s terms were 1% 10 
days, net 30 days. 

The company sold its product by means of its own salesmen. 
It maintained a branch sales office and warehouse in Detroit. Six 
salesmen had headquarters at that office. One salesman’s terri- 
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tory was Kalamazoo, another’s was Toledo, and the remaining 
four sold in and near Detroit. Five salesmen operated directly 
from the home office in Chicago and sold oils and greases to the 
industries in that district. Nine other salesmen were under the 
control of the Chicago office, but traveled in assigned districts 
throughout the Middle West. One of these nine salesmen main- 
tained a permanent office in St. Louis. 

The company’s salesmen called on the purchasing agents of 
factories and railroads and the foremen or superintendents of 
machine-shops about once in every two weeks. In areas where 
industrial plants were not concentrated, the salesmen’s calls on 
individual customers sometimes were as infrequent as once a 
month. The typical purchase was one barrel of oil at a price of 
from $15 to $25. There was no regular frequency of purchase. 
Customers seldom maintained reserve supplies of oil. 

The remuneration of the company’s salesmen varied with their 
experience and ability. In general, each salesman was given a 
drawing account of $150 a month and a commission of 15% on 
his sales. The company considered any salesman satisfactory 
whose total expenses to the company were less than 20% of his 
sales. The company’s average gross margin was 30%. The margin 
was higher on branded oils such as were sold to the textile in- 
dustry and lower on the staple lines of greases and oils. Approxi- 
mately 7% of sales was required to meet the overhead expense 
of the sales offices in Chicago and Detroit. 

In 1921, when the company’s sales in the St. Louis district had 
been approximately 1o barrels a month, the company had ar- 
ranged to store stocks of its products in a public warehouse in St. 
Louis at the rate of 20 cents a barrel per month plus a handling 
charge of 5 cents a barrel; the handling charge was indepen- 
dent of the length of storage. The company made shipments to 
St. Louis in car lots of 70 barrels. The freight rate on car lots 
was about one-third less than the rate on less than car lots. The 
less-than-car-lot rate was approximately 60 cents a barrel, 4% of 
the sales price of the company’s cutting lubricant. As a result 
of the large unit shipments to St. Louis, the rate of stock-turn 
there was less than the rate for the stocks at the factory, where 
the stock-turn was 12 times a year. After the company provided 
for stocks at St. Louis, its sales in that district increased from 10 
barrels a month to qo barrels a month. 
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The A. W. Bell Oil Company had been one of the first lubricat- 
ing manufacturers to maintain stocks in St. Louis. The executives 
ascribed the increase in sales which had followed the establish- 
ment of stocks to better service to existing customers and to the 
company’s ability to make prompt deliveries on rush orders. 
Some machine-shops and factories invariably waited until their 
supplies of oil were exhausted before placing orders for more. A 
shipment by freight from Chicago to St. Louis, a distance of 
about 300 miles, required from 4 days to a week, the exact period 
in each instance depending upon traffic conditions. It had been 
the company’s experience that many purchasers were unwilling to 
wait as long as that for deliveries. An additional advantage of 
the company’s plan of maintaining stocks in St. Louis was the 
saving on freight charges which could be realized by shipping in 
car lots. 

In Minneapolis, located 400 miles from Chicago, the company 
was selling 30 barrels of oil a month. Most of the company’s 
competitors already were maintaining stocks in Minneapolis. The 
company could obtain the use of public warehouse facilities in 
Minneapolis at prices similar to those which it paid in St. Louis. 
Because of the advantages which it believed had resulted from 
the maintenance of stocks in St. Louis, the company decided to 
maintain stocks in a public warehouse in Minneapolis. 


CoMMENTARY: The chief significance of this case is the evidence 
which it furnishes of the effect of facilities for prompt delivery on sales 
of supplies. If the sales in the St. Louis district had not increased, the 
savings in freight expense which resulted from shipping in car lots 
instead of in less than car lots would not have been sufficient to cover 
the warehouse charges on car lot shipments. Inasmuch as the sales 
increased from 10 barrels a month to 4o barrels a month in the St. 
Louis district after the new policy was put into effect, the savings 
realized from shipping in car lots were almost sufficient to offset the 
warehouse and handling charges which were incurred, and the com- 
pany presumably benefited from the greater volume of sales. The in- 
crease in the quantity of oil sold by the company in St. Louis when 
it became possible to make immediate delivery from warehouse stocks 
measures roughly the influence of prompt delivery as a motive for 
patronizing a particular company in the purchase of such supplies. 


April, 1926 MT. C: 


HotTeEL RANTAN! 
HOTEL—GLASSWARE AND KITCHEN UTENSILS 


PurcHasinc—Prompt Adjustment of Claims for Breakage as Patronage 
Motive. Because the wholesale firm from which he had been purchas- 
ing glassware and kitchen utensils consistently delayed adjustment of 
claims for breakage occurring in delivery, the assistant manager in 
charge of purchasing for the hotel decided to purchase those items from 
another supplier, although that supplier’s prices were slightly higher. 
The amounts of the claims for breakage were comparatively small, but 
the attitude of the supplier made it necessary for the assistant manager 
to devote a disproportionate amount of his time to the collection of 
claims. Moreover, the assistant manager believed that prompt adjust- 
ment of claims tended to reduce carelessness in making shipments. 


(1924) 


The annual requirements of the Hotel Rantan for replace- 
ments of glassware and kitchen utensils involved an expenditure 
of about $9,000. In 1924 there were in the city in which the 
hotel was located two wholesale distributors of those products, 
the Merriman Company! and the Busseter Company.t The 
Busseter Company had been established in 1921; the Merriman 
Company had been in existence when the hotel was opened in 
1915. The prices of the Merriman Company were on an aver- 
age from 5% to 10% higher than those of the Busseter Com- 
pany. Although the Merriman Company’s merchandise was 
slightly superior in quality to the merchandise of the Busseter 
Company, the assistant manager in charge of the hotel’s pur- 
chasing department had secured most of the hotel’s requirements 
of glassware and kitchen utensils from the Busseter Company 
since 1921. He made from 10% to 20% of the purchases from 
the Merriman Company, however, because of incompleteness 
in the lines, or shortage in the stocks, of the Busseter Company. 
Although quality was an important consideration in the purchase 
of supplies for the hotel, since the managers wished to maintain 
the reputation which the hotel had for being the best in the city, 
the merchandise purchased from the Busseter Company had 
been satisfactory. In the autumn of 1924, however, because of 
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the Busseter Company’s failure to make prompt adjustments of 
claims for pieces broken in delivery, the assistant manager of 
the Hotel Rantan considered purchasing glassware and kitchen 
utensils exclusively from the Merriman Company. 

Each year, the Hotel Rantan had placed with the Busseter 
Company claims amounting to about $50 for pieces broken in 
delivery. Since the spring of 1923, the Busseter Company had 
attempted to avoid payment of such claims and consistently had 
delayed adjustments until it became evident that the account of 
the Hotel Rantan would be lost unless the claims were settled 
at once. The Merriman Company, on the other hand, always 
had made adjustments promptly. The percentage of breakage 
on deliveries had been about the same for the Merriman Com- 
pany as for the Busseter Company. 

Although the amount of the claims was small, the assistant 
manager desired to secure prompt adjustments in order to pre- 
vent the supplier from becoming careless in the shipment of mer- 
chandise sold to the hotel. Moreover, the difficulty encountered 
in securing payment on claims was an inconvenience to the assis- 
tant manager, whose time was needed for supervision of hotel 
operations. 

The assistant manager of the Hotel Rantan decided to place 
all future orders for glassware and kitchen utensils with the 
Merriman Company and to secure from the Busseter Company 
only those pieces which the Merriman Company could not sup- 
ply because of incomplete lines or exhausted stocks. 


Commentary: In this case the amount of the monetary saving in 
purchasing supplies from the Busseter Company was more than coun- 
terbalanced, in the judgment of the assistant manager of the hotel, by 
the loss in his own time and the irritation involved in the collection of 
claims from that company. The attitude manifested by the Busseter 
Company in making adjustments, moreover, was not conducive to un- 
reserved confidence in its integrity in other dealings. The case serves 
particularly as an illustration of prompt adjustment of claims as a 
patronage motive. 


March, 1926 MernG 


ALBERTSON COMPANY?! 
DEPARTMENT STORE—TAGS AND LABELS 


PurcHasinc—Maintenance of Established Relations Despite Price Differ- 
ential. Because its relations with its customary supplier of tags and 
labels had been entirely satisfactory, the company, which owned and 
operated a department store, continued to purchase from that supplier 
although it could have purchased at slightly lower prices from another 
manufacturer. 

(1924) 

The Albertson Company, which owned and operated a de- 
partment store in Cleveland, Ohio, used annually about 100,000 
printed gummed labels and an equal number of printed price 
tags. Prior to 1924 these had been supplied by the Mosely Tag 
Company, located in Columbus. In that year, a salesman of 
the Laynard Tag Company,’ also of Columbus, called upon the 
purchasing agent of the Albertson Company for the first time. 
That salesman quoted prices of $4.21 a thousand on printed 
gummed labels and $3.45 a thousand on printed price tags. The 
prices of the Mosely Tag Company were $4.35 a thousand 
labels and $3.50 a thousand tags. 

Prior to 1924 it had been the experience of the purchasing 
agent of the Albertson Company that tags or gummed labels 
equal in quality to those supplied by the Mosely Tag Company 
could not be obtained elsewhere at satisfactory prices. In 1922 
the Albertson Company had made a purchase of tags from a 
local manufacturer. The printing on those tags had not been 
up to the standard desired by the company; the dye with which 
the strings were colored had rotted the strings so that the tags 
fell off the garments to which they had been attached. 

The samples offered by the Laynard Tag Company in 1924 
compared favorably with those of the Mosely Tag Company. 
The prices quoted were lower. The Laynard Tag Company 
offered to make delivery within one month, while frequently 
it had been difficult to secure delivery in less than two months 
from the Mosely Tag Company, because of the volume of un- 
filled orders at that company’s plant. The Mosely Tag Com- 


1 Fictitious name. 


382 


ALBERTSON COMPANY 383 


pany, however, always had made deliveries on the dates promised. 
The reputation of the Laynard Tag Company for punctuality of 
delivery also was good. 

The Mosely Tag Company had manifested a strong desire to 
make prompt and satisfactory reparation for any mistakes for 
which it was responsible. In 1923 a shipment of 10,000 gummed 
labels from the Mosely Tag Company had been unsatisfactory, 
as it had been impossible to prevent the labels from rolling. The 
purchasing agent of the Albertson Company had informed the 
manufacturer of this condition. The manufacturer had offered 
to take back all labels which had not been used, and to allow 
any adjustment which the purchasing agent requested on the 
price of the remainder. The purchasing agent had suggested 
20% as a Satisfactory figure, and the Albertson Company had 
been reimbursed for that amount. The unused labels had been 
replaced and the salesman of the manufacturer had called to 
state that every precaution would be taken to prevent a recur- 
rence of the trouble. 

At another time, the purchasing agent had sent the Mosely Tag 
Company a design for a new tag to be used on corsets. The 
type of tags used previously had been unsatisfactory because 
the tags were easily bent or broken. The purchasing agent had 
asked for samples and for an estimate of price on the new type 
of tags. At the end of a week, he had received a letter from 
the manager of the research department of the Mosely Tag 
Company asking if the Albertson Company would be willing to 
change to another design. That design was accepted and proved 
to be entirely satisfactory. 

The purchasing agent liked the personality of the salesman of 
the Mosely Tag Company and would rather give the orders to 
him than to the salesman of a competitor, provided the combina- 
tion of quality, price, and service given by the Mosely Tag Com- 
pany was as high as that offered by the competitor. Prompt 
delivery was not so essential with tags and labels as with other 
items such as wrapping paper, folding boxes, and twine, since 
the little space which was required for storage of tags and labels 
made it possible to maintain relatively large stocks. 

Because of the cooperative attitude of the Mosely Tag Com- 
pany and the personality of its salesman, the purchasing agent 
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of the Albertson Company gave no orders in 1924 to the Laynard 
Tag Company, but continued to secure the store’s total require- 
ments of printed tags and gummed labels from the Mosely Tag 
Company. 


CoMMENTARY: The aggregate saving which the Albertson Company 
would have realized by purchasing its year’s supply of labels and tags 
from the Laynard Tag Company instead of from the Mosely Tag Com- 
pany was $19. The readiness with which the Mosely Tag Company 
made adjustments on unsatisfactory goods, the prompt assistance that 
company rendered in devising new types of tags for special purposes, 
and the advantages of continuing established relationships clearly out- 
weighed the small saving that could have been effected by purchasing 
from the Laynard Tag Company. 


April, 1926 M.T.C: 


LAMBERT LAKE Gas Company! 
PUBLIC UTILITY—COAL 


PurcHasiInc—Purchase of Essential Operating Supply by Annual Contract 
or in Spot Market. The company, a public utility engaged in the manu- 
facture of gas, customarily contracted annually with a coal mining com- 
pany for its year’s requirements of coal. The contract provided for 
reductions in shipments in the event of causes beyond the control of 
either the seller or the purchaser and also for changes in the price in 
accordance with changes in labor rates. In 1922 the public utility com- 
pany thought that it might be advisable to discontinue the annual con- 
tract plan and to purchase coal, in the spot market in the producing 
region, as needed. The company in 1921, because of transportation 
difficulties, had been unable to obtain shipments under the contract when 
needed; it was the company’s opinion, moreover, that the price of coal 
would decrease substantially in 1922 and that the advantage of such 
reduction would be lost if a year’s contract were entered into. 


(1922) 


The daily consumption of coal of the Lambert Lake Gas 
Company was about 500 tons. In order to be assured of a con- 
tinuous supply, the company normally stored 60 days’ require- 
ments at the plant. The coal used in the manufacture of gas was 
of a highly volatile type. The company had confined its purchases 
to one district in West Virginia. Until 1921 the Lambert Lake 
Gas Company had placed a contract each year in March for its 
annual coal supply. The contracts had been given regularly to 
the same company. Each was a typical coal contract which con- 
tained a provision that: “In case of strikes, accidents, or other 
causes beyond the control of the seller, or hindrances interfering 
with the mining and shipping of coal, the shipments will be re- 
duced in the same proportion as the rated capacity of mines from 
which this coal is supplied is curtailed. The buyer is likewise en- 
titled to suspend or reduce shipments of coal when similar causes 
beyond the buyer’s control interfere with the operation of the 
buyer’s use of said coal.” It was provided further that: ‘The 
price named in this contract is based upon the existing rates of 
pay for all mine labor and the price will be subject to readjust- 
ment in the event existing rates of pay are changed.” 
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Early in 1921 a question was raised as to the advisability of 
a continuance of the annual contract plan. Coal and labor prices 
in general were falling. Another disturbing element was trans- 
portation difficulties. The experience of the Lambert Lake Gas 
Company had been that coal contracts were binding upon the 
purchaser in that he was required to take the coal as delivered 
under the terms of a contract; yet in case of mining or trans- 
portation difficulties no means had been devised to enforce or 
insure deliveries. In 1920, when railroad difficulties handicapped 
the coal company in making deliveries, for example, the gas com- 
pany had waited in anticipation of a resumption of shipments 
until the supply on hand at the plant had become so low that 
a shut-down was threatened. Consequently, in order to supply 
gas to its customers, the company had been forced to enter the 
open market and purchase spot coal at a price much higher than 
the contract price. In view of this experience, the contract, which 
normally would have been let in March, 1921, was not signed 
until June 1 of that year. 

In February, 1922, shortly before the calling of a coal strike 
in all the nearby union fields, the coal company notified the gas 
company that the price of coal was to be advanced 4o cents a 
ton. This increase was considered just by both companies on the 
ground of higher production costs. Although the rates for the 
sale of gas fixed by the local public utilities commission had 
enabled the gas company to show satisfactory net earnings in 
1921, this increase of 40 cents a ton in the price of coal left 
small margin for contingencies. In February, 1922, the coal 
company also asked the gas company to renew its contract for 
1922. Its experience during the preceding two years made the 
gas company reluctant to assume a long-time contract. In addi- 
tion, it was expected that the price of coal would decline nearly 
to the pre-war level later in the year. The coal company was 
in a non-union district, and although entirely surrounded by 
union fields, little labor trouble was anticipated; the company 
always had paid as liberal wages as were paid in union mines. 
The coal company also owned a large supply of private cars. 
The Lambert Lake Gas Company was located near the seaboard 
so that deliveries were possible by either rail or rail and water. 
By rail the distance from the mines was about 700 miles through 
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congested gateways and junctions. The rail and water route was 
400 miles from the mines to tide-water and 500 miles from tide- 
water to the port nearest the Lambert Lake Gas Company. 

By failing to sign the contract and relying upon the West 
Virginia open market, the gas company would have to take into 
consideration the fact that the gas coal fields were small and 
not widely separated. It was probable that the transportation 
problems of one field would be the same as those experienced by 
neighboring producers. The contract contained so many safety 
clauses in case of mining or transportation difficulties that there 
was practically no legal obligation on the part of the coal com- 
pany to make deliveries in emergencies. At the time that the 
contract was offered, it was believed by the gas company that 
little could be gained by acceptance and that advantages of price 
declines later in the year might be lost. 


Commentary: The gas company, in this instance, was purchasing 
coal from a mining company. No evidence is presented as to the rela- 
tive advantages in buying from the mining company instead of from a 
coal dealer; hence that point is not to be taken up here. The provisions 
in the contract with the mining company whereby in stipulated con- 
tingencies the seller could deliver less than the specified quantity of 
coal without violating the contract nominally were counterbalanced by 
the clause which relieved the buyer from accepting deliveries under 
stated conditions. The latter clause was a real protection for an indus- 
trial company, which might suffer a shut-down of its plant, but it had 
little significance for a public utility company, which of necessity had 
to keep its plant in continuous operation. The clause which provided 
for changes in prices when wage scales changed worked in either direc- 
tion; that is, the price was reduced when wages were lowered or raised 
when wages were increased. 

Despite the lack of assurance of delivery under the stipulated con- 
tingencies, the annual contract method of purchasing coal was generally 
advantageous to the Lambert Lake Gas Company, and the company 
should have renewed its contract in 1922. The instances in which the 
coal company would fail to make deliveries would be of rare occurrence, 
and that risk would be more than offset by the gains from the use of 
the contract. The gas company required a continuous flow of coal, and 
without a contract would have had the burden of continually nego- 
tiating purchases. Without a contract, to be sure, it occasionally might 
have been able to buy spot coal at prices substantially below the con- 
tract price. In other instances it would have had to pay spot prices 
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much higher than the contract prices. The prices paid under the con- 
tract were subject to adjustment when wage scales changed, but, with 
changes in general business conditions, spot coal prices fluctuated much 
more widely than contract prices. 

Inasmuch as the value of the coke and other by-products produced 
in a gas plant usually covers a large part of the cost of the coal used, 
the price paid for coal tends to be of less significance than certainty 
of delivery and assurance of receiving the proper quality. Even though 
the price of coal was not a major factor in rate-making, however, it 
could not be entirely ignored. By purchasing in the spot market the 
company would have been following a speculative buying policy, and 
in the event of having to pay very high prices for coal it hardly could 
have expected the public service commission to permit it to adjust its 
rates to such a basis. On the other hand, it fairly could have requested 
higher rates if contract coal prices rose so high as to make its previous 
rates unremunerative. Whatever the merits of speculative purchasing 
of basic materials may be for a private industry, that practice is not to 
be commended for a public utility company.” 


March, 1926 1 Pad en 


? For a case on the purchase of coal by an industrial company, see Jamieson 
Paper Company, page 389. 





JAMIESON PaPpER Company! 
MANUFACTURER—PAPER 


PurcHAsinGc—Maintenance of Stocks by Seller for Purchaser. Because the 
firm from which it purchased coal did not make prompt or regular 
deliveries, this company, a manufacturer of paper, had to carry large 
stocks of coal. Delays in unloading, furthermore, caused the company 
to incur heavy demurrage charges. Another coal company offered to 
maintain adequate stocks and to make daily deliveries to the manu- 
facturer at a price somewhat higher than the manufacturer then was 
paying. 

(1919) 

For several years prior to 1915 the Jamieson Paper Company, 
located in New England, had purchased its supply of bituminous 
coal on contract from Nova Scotia for about $2 a ton. In that 
year, however, the influence of the World War on shipping facili- 
ties and rates caused this favorable arrangement to be discon- 
tinued. For the next four years the company procured its coal 
either on contract or in the open market, wherever the best oppor- 
tunity offered, and greater attention was given to delivery dates 
than to prices. When the price of coal rose, the company made 
corresponding increases in the selling prices of the paper which it 
produced. 

In 1919 the Jamieson Paper Company was purchasing a large 
portion of its supplies of bituminous coal from the Seamsford 
Mining Company,' but that coal company had difficulty in main- 
taining prompt and regular deliveries, and, consequently, the 
Jamieson Paper Company occasionally was forced to curtail pro- 
duction. In purchasing coal from the Seamsford Mining Com- 
pany the Jamieson Paper Company had found it necessary to keep 
a 60 days’ supply, at least 20,000 tons, in storage at its plant 
in order to insure steady operations. The Jamieson Paper Com- 
pany used approximately 400 tons of coal daily, of which two- 
thirds were bituminous and one-third anthracite screenings. At 
the prices which were current in 1919, 60 days’ supply of bitumi- 
nous coal represented an investment of from $150,000 to $200,000. 
Because of unavoidable delays in unloading, furthermore, demur- 
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rage charges commonly amounted to about 50 cents a ton. An- 
other disadvantage of storing the bituminous coal was its sus- 
ceptibility to, fires in the storage pile. 

In an effort to increase its sales of bituminous coal, the Wright 
Mining Company,” in 1919, offered to enter into a contract with 
the Jamieson Paper Company for a year’s supply of bituminous 
coal. The proposed contract contained a provision which would 
permit renewal at the end of the year on the same terms. The 
Wright Mining Company had dock facilities at seaboard about 
5 miles from the plant of the Jamieson Paper Company; hence, 
the supply of coal to be carried by the paper company could be 
reduced to 7,000 tons. The Wright Mining Company’s coal, how- 
ever, was less suited to the paper company’s needs and burned 
more slowly than the Seamsford coal. The practice of buying coal 
on a B.t.u. basis had been discontinued by the Jamieson Paper 
Company earlier in 1919 because of continued haggling as to the 
relative accuracy of analyses made by its chemist and those of the 
supplying companies. The mining companies constantly protested 
the figures of the Jamieson Paper Company and stated that the 
latter’s chemist had selected poor samples not representative of an 
entire shipment. In considering the offer of the Wright Mining 
Company, therefore, the question of the use of a B.t.u. basis did 
not arise. 

The terms offered by the Wright Mining Company provided 
that an extra charge of 30 cents a ton above the price paid the 
Seamsford Mining Company was to be made for the use of the 
specially constructed dock and storage facilities of the Wright 
Mining Company. This price differential was to cover the mining 
company’s additidnal handling-costs. The Wright Mining Com- 
pany would agree to keep in storage at least 25,000 tons at tide- 
water and to supply the Jamieson Paper Company daily as 
needed, provided the Jamieson Paper Company agreed to buy its 
entire supply of bituminous coal, up to 75,000 tons a year, from 
the Wright Mining Company. This arrangement would reduce 
demurrage charges and insure steady deliveries to the paper com- 
pany. If the needs of the Jamieson Paper Company exceeded 
75,000 tons of bituminous coal, the Wright Mining Company 
would assume no obligation to supply the extra quantity required. 
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The Wright Mining Company would agree not to sell to any 
other consumer at a price lower than that quoted to the Jamieson 
Paper Company. The price was to be fixed on the first of each 
month; it was understood that changes in ocean freight rates and 
in market conditions might necessitate revision. No maximum 
or minimum price was stipulated, but the Wright Mining Com- 
pany was held to be a thoroughly reputable firm. 


CoMMENTARY: ‘The decision in this case apparently should have 
turned on relative costs. Fuel was one of the major items of cost. In 
comparing costs of coal from the two sources, the first item beyond the 
initial price was the interest on the investment in 60 days’ stock of coal 
carried under the existing plan. This, computed at 5%, represented 
about 3714 to 50 cents a ton. When allowance was made for occasions 
when stocks ran below 60 days’ supply, this interest charge might be 
expected just about to offset the extra charge of 30 cents a ton to be 
made by the Wright Mining Company for carrying a stock and deliver- 
ing coal daily to the mill. By purchasing from the Wright Mining 
Company, furthermore, the cost incurred by losses from fires in the 
storage pile would be eliminated. 

According to the statement of the case, demurrage charges of so 
cents a ton commonly were incurred under the existing purchasing 
arrangement. It seems hardly credible that such heavy demurrage 
charges necessarily were of common occurrence. Against the item of 
cost of these demurrage charges, whatever their frequency, was to be 
reckoned, in part at least, the extra cost which would result from using 
the Wright Mining Company’s coal, since that was less suited to the 
paper company’s needs and burned more slowly. The difference in the 
quality of the coal apparently would not affect the quality of the paper 
company’s product, but it would be reflected in costs. 

The decision in this case, therefore, turned upon an analysis of the 
comparative costs per ton of product for fuel obtained from the two 
different sources. Carrying costs, demurrage charges, and variations 
in cost arising out of differences in quality, as well as prices quoted, 
had to be included in the cost analysis. This case affords an excellent 
example of the necessity of including interest on investment as an item 
of cost. 


November, 1925 MET 


WINDERMERE Dry Goops Company! 
WHOLESALER—DRY GOODS 


Pricinc—Variance of Prices at Salesmen’s Discretion. The company, a 
wholesale dry-goods firm, authorized its salesmen to vary prices to cus- 
tomers between fixed limits. Although this practice was common 
among its competitors, the company considered the adoption of a one- 
price policy. 


The Windermere Dry Goods Company, a wholesale firm, had 
annual sales amounting to approximately $1,200,000. The sales 
territories of the company were divided into three classes: city, 
suburban, and country. The city trade was that within a few 
miles of the warehouse; the suburban trade included the territory 
outside the city district but within 25 or 30 miles of the ware- 
house; and the country districts were those that were more 
remote. 

Each salesman in the city districts had a drawing account which 
was credited with 25% of the gross margin on his sales. The 
drawing account of each salesman in the suburban districts 
was credited with 30% of the gross margin on his sales. The 
drawing account of each salesman in the country districts 
was credited with 40% of the gross margin on his sales. The 
drawing accounts of the salesmen covered both salaries and trav- 
eling expenses. 

The gross margin on sales was based on the cost of the goods 
delivered at the warehouse. Salesmen were not given the benefit 
of an increase in the value of merchandise on hand, nor was the 
gross margin on which their commissions were based reduced by 
a decline in the market value of goods on hand. The firm re- 
tained the speculative profits of a rising market and bore the 
losses of a falling market. Allowances to customers and cash 
discounts taken by customers were deducted from the sales be- 
fore gross margin was determined. At the end of each year the 
ratio of losses from bad debts to sales was computed, and this 
average percentage was deducted from the sales of each salesman 
before the gross margin on which his commission was paid was 
determined. 
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The salesmen were given price limits on each article, a mini- 
mum and a maximum price.? Within those price limits a sales- 
man might use his discretion in varying prices for bargaining 
with customers. Price variations were made irrespective of the 
quantity of merchandise sold on each order. Numerous com- 
petitors, but not all competitors, followed the same plan of using 
price limits. Competition was keen, and many retail customers 
preferred to bargain for price concessions in placing orders with 
the salesmen. 

The question was raised whether the Windermere Dry Goods 
Company should continue to permit its salesmen to vary prices, 
or should adopt a one-price policy. 


CoMMENTARY: The company’s practice of varying prices between 
customers was common among wholesalers. It pleased those customers 
who enjoyed bargaining and who prided themselves upon their bargain- 
ing ability. The fact that numerous competitors were following the 
same practice, furthermore, was an obstacle to the adoption of a one- 
price policy, for these competitors inevitably would have quoted prices 
to favored customers below the standard prices which the Windermere 
Dry Goods Company could have quoted under a one-price plan. 

The practice of varying prices between customers, nevertheless, was 
unfair. It penalized those customers who were poor bargainers in 
favor of their shrewder competitors. It betrayed the confidence of 
those customers who accepted the company’s quotations in good faith 
and placed orders without higgling. 

Despite the obstacles to the inauguration of a one-price policy, the 
company should have adopted a plan under which the same price was 
quoted to all customers at any one time for a given quantity and qual- 
ity of merchandise. Although competitors would have quoted lower 
prices to favored customers, at least on some articles, the Windermere 
Dry Goods Company’s prices under a one-price plan would have been 
no higher than the average prices under a varying price plan and would 
have been lower than competitors’ prices to non-favored customers. 
Hence, if under a one-price policy the company would have lost sales 
in some instances to competitors, it should have gained at least an equal 
amount at other points. The company also could have capitalized 
the fairness of a one-price policy and so have enhanced the confidence 





?For a statement regarding similar practices in the wholesale grocery trade, see 
Bureau of Business Research, Harvard University, Bulletin No. 14, Methods of 
Paying Salesmen and Operating Expenses in the Wholesale Grocery Business in 


1918, pp. 14-15. 


394 HARVARD BUSINESS REPORTS 


of its customers in its integrity. A one-price policy, moreover, would 
have caused the company’s salesmen to throw their emphasis upon the 
quality of the merchandise offered and the service rendered by the 
company rather than upon price. 


April, 1926 MeT2G: 


DALLET Company! 


DEPARTMENT STORE—SALES BOOKS 


PurcHasinc—Discontinuance of Relations with Supplier Because of Vary- 
ing Price Policy. Upon learning that the purchasing agent of the de- 
partment store was considering a competitive offer of sales books, the 
salesman of the manufacturer from whom the store usually purchased 
sales books made successive reductions in price. The purchasing agent 
concluded from the salesman’s action that the manufacturer was fol- 
lowing a varying price policy and had overcharged the store in previous 
years. The purchasing agent also objected to the fact that this sales- 
man undertook to dictate when the order should be placed and the 
manner in which shipments would be made. The purchasing agent de- 
cided to change his source of supply for sales books. 


(1923) 


The Dallet Company, which owned and operated a department 
store in New England, had purchased its total requirements of 
sales books since 1915 from the Eshleman Sales Book Company.? 
That company’s plant was in Michigan, but the company main- 
tained an office and a resident salesman in the city in which the 
Dallet Company was located. The Dallet Company used about 
50,000 sales books each year. The Eshleman Sales Book Com- 
pany supplied the store with sales books in 1923 at a price of 
$56 a thousand. 

In 1923 the Dallet Company had employed a new purchasing 
agent. In November of that year, he was called upon for the 
first time by a salesman of the Padgett Company,’ which was 
located in a city about 150 miles from the Dallet Company’s 
store. The salesman offered to supply the store’s requirements 
of sales books in 1924 at $42 a thousand. When the salesman 
of the Eshleman Sales Book Company learned that the pur- 
chasing agent of the Dallet Company was considering a com- 
petitive offer, he quoted a price of $47 a thousand. The purchas- 
ing agent told him that his price was too high and he reduced 
it to $43, and subsequently to $42, a thousand, the price quoted 


by the Padgett Company. 
The Dallet Company’s relations with the Eshleman Sales 
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Book Company had been satisfactory. No trouble had been. ex- 
perienced with the quality of the product or with the punctuality 
of delivery. The details of each transaction had been carried 
out promptly and courteously by the manufacturer. Because of 
its experience the Eshleman Sales Book Company, moreover, 
had an exact knowledge of the Dallet Company’s requirements. 
Since the Dallet Company had made no purchase from the Pad- 
gett Company, the purchasing agent had no assurance that quality 
or service would be satisfactory. The application of the Mullen 
test to the samples submitted by both manufacturers showed 
that the paper stocks used in the sales books were about equal 
in quality. Whenever the store’s customary supplier of an item 
and another company offered merchandise equal in price and 
quality, the purchasing agent generally gave orders to the com- 
pany with which the store had maintained relations previously. 

When the salesman of the Eshleman Sales Book Company 
made his final quotation to the Dallet Company, he stated that 
the Dallet Company would have to take the 50,000 sales books 
within one year and in three shipments. In previous years deliv- 
eries had been made in from three to five shipments. Deliveries 
would be made in from four to five weeks from the dates when 
requisitions were made. In an emergency, the company could 
supply the store with blank books within three weeks. The 
salesman stated, furthermore, that if the contract were not ar- 
ranged within three weeks, the Eshleman Sales Book Company 
would not be able to supply the Dallet Company’s requirements 
during 1924. 

The salesman of the Padgett Company offered to make deliv- 
eries within two weeks from the dates when requisitions were 
made, and said that delivery within one week would be possible 
in an emergency. He said that he would deliver personally a 
small quantity of sales books within three or four days after 
the order was placed, if the store needed the books within that 
time. The Dallet Company would have to take the 50,000 sales 
books within one year, but the salesman stated that he antici- 
pated no trouble if the period should be extended one or two 
months. Shipments would be made in the quantities and on the 
dates specified by the Dallet Company. 

The purchasing agent expected to take at least 12,000 sales 
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books in each shipment and the total order within one year, no 
matter to which company he awarded the contract. Prompt 
delivery was not essential, since requests for shipment were made 
well in advance of needs. 

Because of the discrepancy between the prices quoted by the 
Eshleman Sales Book Company in 1923 and in 1924, the pur- 
chasing agent concluded that the company had made exorbitant 
profits on sales to the Dallet Company in previous years. He 
did not approve, moreover, of the salesman’s successive reduc- 
tions in price to the competitive level, since it appeared that the 
salesman was authorized to charge customers the highest price 
possible. Neither did the purchasing agent like the action of 
the Eshleman Sales Book Company’s salesman in dictating when 
the order should be placed and the manner in which shipments 
would be made. The purchasing agent decided to give the con- 
tract for the Dallet Company’s requirements of sales books for 
1924 to the Padgett Company. 


CoMMENTARY: The Eshleman Sales Book Company obviously was 
pursuing a varying price policy. The attitude of the purchasing agent 
of the Dallet Company toward the Eshleman Sales Book Company after 
the experience cited in this case shows the resentment which com- 
monly is felt by a purchaser who discovers that he has not been receiv- 
ing most favored treatment under a varying price policy. The risk of 
disclosures, which will cause resentment among customers, as in this 
case, is one of the disadvantages of a varying price policy. 


April, 1926 MaelaC. 


TANTER MANUFACTURING COMPANY* 
MANUFACTURER—WRAPPING PAPER 


PurcHasinc—Relations with Supplier Manifesting Dishonesty. Upon dis- 
covering that the firm from which it customarily purchased wrapping 
paper had been shipping a lower grade than was specified in the orders 
and reported in the invoices, the company discontinued relations with 
that supplier. Several years later the supplier made persistent efforts 
to obtain further orders from the company by quoting low prices. The 
company decided to take advantage of the low prices quoted, but to 
protect itself by purchasing no more than 20% of its requirements 
from that source. 


(1924) 


The Tanter Manufacturing Company each year used large 
quantities of paper for wrapping its products before they were 
placed in cartons. In 1921 a new purchasing agent of the com- 
pany discovered that the North Company," a local wholesale paper 
distributor which supplied 80% of the Tanter Manufacturing 
Company’s requirements of wrapping paper, for some time had 
been shipping a grade inferior to that specified in the orders 
and reported in the invoices which were received. The price 
of the inferior grade of paper was several cents a pound less than 
the price of the paper which the Tanter Manufacturing Com- 
pany had ordered. As soon as his inquiries had convinced him 
that the delinquency of the North Company was intentional, 
the purchasing agent of the Tanter Manufacturing Company dis- 
continued relations with the North Company, and thereafter pur- 
chased from the Exeter Company,! a wholesale distributor located 
in a city about 80 miles from the Tanter Manufacturing Com- 
pany’s plant. 

In 1924 a salesman of the North Company called frequently 
upon the purchasing agent of the Tanter Manufacturing Com- 
pany and attempted to secure orders for wrapping paper by quot- 
ing prices slightly below those of any competitor. During 1924 
the Tanter Manufacturing Company placed no orders with the 
North Company, but the persistency with which the salesman 
called and continued to quote prices below the general market 
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level raised the issue as to whether or not advantage should be 
taken of the low prices. 

Although the purchasing agent believed that he should effect 
every economy possible for the Tanter Manufacturing Company, 
he hesitated to give orders at prices which involved no profit, or 
a loss, to the supplier. The paper supplied by the Exeter Com- 
pany had been satisfactory during the three years that it had 
been used. The Exeter Company’s prices had been about the 
same as those of its competitors, and its service had been excel- 
lent. The purchasing agent believed that not only had the North 
Company misrepresented the paper it had sold to the Tanter 
Manufacturing Company prior to 1921, but that it also had taken 
advantage of its position as the firm’s only supplier and had 
quoted prices above the competitive level. 

If the Tanter Manufacturing Company obtained a part of its 
requirements from the North Company, it would be assured of 
more than one source of supply. Lower prices would be ob- 
tained, at least temporarily, on orders given to the North Com- 
pany. The purchasing agent was of the opinion that if he placed 
only small and occasional orders with the North Company that 
company would continue to offer low prices. After the experi- 
ence of 1921, the North Company would know that its shipments 
were being watched and probably would exercise care to live up 
to its contracts, especially if it received only a minor share of 
the Tanter Manufacturing Company’s orders. For those reasons, 
the purchasing agent decided to buy wrapping paper from the 
North Company whenever its price was below the prices of com- 
petitors, limiting his orders, however, to 20% of the firm’s total 
requirements. 

This plan proved satisfactory during the first half of 1925. 
The North Company continued to quote prices below the com- 
petitive level, evidently hoping to secure a larger share of the 
Tanter Manufacturing Company’s orders. The quality of the 
paper received met the Tanter Manufacturing Company’s specifi- 
cations, and deliveries were made punctually. 


CoMMENTARY: The question involved in this case is one of ethics. 
The North Company abused the confidence of its customers; it cheated. 
Hence the Tanter Manufacturing Company followed the only respect- 
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able course open to it and severed business relationships with the 
North Company. 

The conditions under which relations between the two companies 
were resumed, however, were not greatly to the credit of the Tanter 
Manufacturing Company. Its action in resuming relations indicates 
that its code of ethics was not greatly superior to that of the North 
Company. 

In quoting low prices to regain favor, the North Company mani- 
fested no contrition. It had been caught cheating but apparently was 
complacently confident that sooner or later the Tanter Manufacturing 
Company would yield to the temptingly cut prices. That the conces- 
sions made to the Tanter Manufacturing Company probably were 
being counterbalanced by exactions from trustful customers, not yet 
disillusioned, did not seem to give concern to either party—nor was 
there any reason for doubting that the North Company would cheat 
the Tanter Manufacturing Company again, provided it could avoid 
detection. The Tanter Manufacturing Company would have mani- 
fested a higher standard of ethics if it had not resumed relations with 
the North Company under the circumstances stated. 

This case also illustrates some of the undesirable practices which too 
frequently accompany a varying price policy. 


March, 1926 Mat. CG 


DILLAWAY Company! 
MANUFACTURER—MACHINERY 


Pricinc—Low Quotation to Secure Initial Order from Potential Customer. 
A traction company solicited bids on equipment of the type manu- 
factured by this company. The company submitted a bid 10% higher 
than the price which it would have quoted on a non-competitive basis, 
but substantially below the price which it estimated would be quoted 
by any other bidder. It particularly desired to secure this order 
because of the expectation that the traction company would purchase 
more equipment in the future. 


Pricinc—Determination of Price to Quote in Competitive Bid. The com- 
pany, a manufacturer of electrical equipment, was asked by a trac- 
tion company to submit a bid on equipment for a power plant in 
competition with bids of other manufacturers. Inasmuch as the trac- 
tion company might try to reduce the lowest bid submitted by trading, 
the manufacturing company decided to submit a bid 10% higher than 
the price which it would have quoted on a non-competitive basis, but 
substantially below the price which it estimated would be quoted by any 
other bidder. 


(1923) 

The Parkersville Traction Company,’ in 1923, entered into 
negotiations with the Dillaway Company for the purchase of 
equipment for a power plant. The Dillaway Company desired 
to obtain this order because of the expectation that the traction 
company would extend its operations so as to require more elec- 
trical installations in the future. 

The Dillaway Company had several customers who bought 
from it on a non-competitive basis; that is, they purchased 
their apparatus from the Dillaway Company without asking for 
bids from other manufacturers. To such customers the com- 
pany quoted the lowest prices warranted by the comparatively 
low selling expense on their orders and the volume of business 
thus secured. The company desired to obtain the Parkersville 
Traction Company’s order on that basis and was prepared to 
make a non-competitive bid of $38,000 for the job. The officials 
of the traction company were informed that the Dillaway Com- 
pany was prepared to submit a bid and that if the bid were 
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non-competitive it would be as low as possible. The officials 
of the traction company, however, desired to let the contract on 
a competitive basis and sent specifications to the competitors of 
the Dillaway Company. 

From its knowledge of the situation of competitors in regard 
to power-plant equipment, the Dillaway Company estimated 
that the lowest bid which would be submitted would be $45,000. 
Inasmuch as it did not know whether the contract would be 
awarded at once to the lowest bidder or whether the traction 
company would try to reduce the price by trading, the Dillaway 
Company proposed to set a price which would secure the order 
in either case; it wished to make as large a profit as possible 
without having its original bid appear excessively high if it 
should have to be reduced. The company decided to submit a 
bid 10% higher than it would have submitted had the order 
been non-competitive. It therefore submitted a bid of $41,800. 
This bid was accepted by the traction company. 


ComMENTARY: The significant point in this case is the implied im- 
portance of securing an initial order for equipment of this type, be- 
cause of the advantage that thereby is gained for obtaining subsequent 
orders from the same customer. Familiarity with the operations of a 
particular type of equipment and the advantages of standardization in 
installations within a single plant or group of plants operated by a 
company cause a predilection for the make already installed, provided 
it is showing satisfactory performance. 

The method of arriving at the price to be quoted affords an interest- 
ing example of the trading methods utilized by a non-marginal pro- 
ducer in a competitive field where each sale is an individualized 
transaction. 


December, 1925 M.T eC 


ELLSwortTH Company! 
SELLING AGENT—TEXTILES 


Price MAINTENANCE—Customer’s Complaint Against Price-Cutting. The 
company, which acted as selling agent for manufacturers of textiles, 
granted a special discount to one of its large wholesale customers. That 
customer quoted lower prices on the company’s merchandise to retailers 
than were quoted by other wholesalers purchasing from the company. 
Another wholesale customer complained of this price-cutting and the 
company contemplated discontinuing the special discount. 


Pricinc—Discontinuance of Special Discount to Prevent Establishment of 
Private Brands. A wholesale customer of this firm of mill selling agents 
was endeavoring to establish its private brands. As a means of stimu- 
lating sales of its own brands, the customer used well-known manu- 
facturers’ brands as price leaders. It was assisted in this by the fact 
that the selling agent allowed it a special discount because of its large 
purchases. Because of this customer’s persistent price-cutting, the selling 
agent contemplated discontinuing the special discount. 


(1922 


In October, 1922, the Ellsworth Company, a firm of mill 
selling agents, received a complaint from the Lenox Company,’ 
one of its wholesale customers, to the effect that another whole- 
saler, the Royal Dry Goods Company,’ had offered retailers the 
Ellsworth Company’s middy twill cloth at the same price that 
the Ellsworth Company had quoted to the Lenox Company. 

The Ellsworth Company’s usual terms of sale were 2%, 10 
days, net 60 days to wholesalers, and wholesalers in turn usually 
granted 1%, 10 days, net 30 days to retailers. The Ellsworth 
Company, however, allowed the Royal Dry Goods Company a 
special discount of 214% because of that customer’s large pur- 
chases of wide sheetings, ticking, khaki cloth, cretonnes, and 
bedspreads. Under pressure from the buyer for the Royal 
Dry Goods Company, the Ellsworth Company had been induced 
to grant this discount also on other types of cloth, such as 
bleached middy twill. The Lenox Company purchased more 
than ro times as much middy cloth from the Ellsworth Company 
as did the Royal Dry Goods Company, but the Lenox Company’s 
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total purchases from the Ellsworth Company were small in 
proportion to the total purchases of the Royal Dry Goods Com- 
pany from that source. When the Lenox Company learned that 
its customers were being quoted the same price on middy twill 
that it was paying, it immediately made a complaint to the 
Ellsworth Company and asked for the special discount granted 
the Royal Dry Goods Company. The Ellsworth Company 
thereupon suggested to the Royal Dry Goods Company that it 
cease cutting prices. The wholesaler, however, refused to comply 
with this suggestion. 

The buyers for the various departments of the Royal Dry 
Goods Company were held responsible for profits and each buyer 
largely determined his own policies. The buyer with whom the 
Ellsworth Company had been dealing in this instance commonly 
had followed a practice of reducing the suggested or usual resale 
prices on well-known brands of cloth and using these brands as 
leaders to stimulate sales of more profitable lines of merchandise, 
usually the Royal Dry Goods Company’s own brands. Although 
this practice was not in accord with the general policy of the 
Royal Dry Goods Company, it seemed likely that as long as that 
buyer was employed he would continue to cut prices on leading 
brands. 

The conflict between manufacturers’ brands and wholesalers’ 
brands was another cause for contention between the Ellsworth 
Company and the Royal Dry Goods Company. The manufac- 
turers for whom the Ellsworth Company acted as selling agent 
had endeavored to establish the popularity of their brands among 
consumers and, as that popularity increased, had reduced the 
gross margins allowed wholesalers. ‘The wholesalers, on the 
other hand, had endeavored to combat manufacturers’ brands 
by purchasing merchandise which bore their own brands, on 
which they were able to secure higher margins. The Royal Dry 
Goods Company had undertaken to develop its own brands. 

Several years preceding the experience with the cutting of 
prices on the middy cloth, the Royal Dry Goods Company had 
introduced its own brand of cretonnes, which had been manufac- 
tured in accordance with its specifications. In offering these 
fabrics to retailers, the Royal Dry Goods Company had listed the 
prices of the brands sold by the Ellsworth Company beside those 
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of its own brands, thus intimating that both were of the same 
quality. Later the Royal Dry Goods Company had sold no 
cretonnes except under its own brands, and the Ellsworth Com- 
pany had been obliged to rely wholly upon other outlets for its 
merchandise of that type. 

In a more recent instance, the Royal Dry Goods Company had 
offered a private brand of sheeting, manufactured in accordance 
with its directions, which was of a slightly poorer quality than 
the brand sold by the Ellsworth Company. The prices of the 
two had been quoted together for a time, and then the brand 
sold by the Ellsworth Company had been discontinued. Shortly 
thereafter the Royal Dry Goods Company had introduced a new 
line of bedspreads under the same private brand name that it 
previously had placed on bedspreads purchased from the Ells- 
worth Company. These experiences indicated to the Ells- 
worth Company that the Royal Dry Goods Company was using 
manufacturers’ established brands to aid in the development of 
its own brands. 

The Ellsworth Company realized that a refusal to continue to 
grant the special discount to the Royal Dry Goods Company was 
likely to curb price-cutting, but that such a refusal might also 
result in the loss of the entire patronage of that customer. The 
expense of selling to this large wholesale firm was low and no 
credit risk was involved. On the other hand, the severance of 
relations with the large wholesale firm would render the Ells- 
worth Company less dependent upon a single customer. 


ComMENTARY: The Ellsworth Company should have expected the 
friction which resulted from price-cutting by the Royal Dry Goods 
Company. In granting the special discount, the Ellsworth Company 
was following a varying price policy; it showed favoritism to a single 
large customer. The effect was to undermine its market among less 
favored customers and thus to make it more and more dependent on 
the large, favored customer. That favored customer, however, was 
manifesting an intent to take advantage of every opportunity to attain 
a dominating position by supplanting manufacturers’ brands with its 
private brands, with a view presumably to securing further price con- 
cessions from manufacturers dependent upon its patronage. 

The Ellsworth Company would have strengthened its position by 
adhering to a one-price policy. It was improbable, furthermore, that 
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the Royal Dry Goods Company would have discontinued purchasing 
manufacturers’ brands sold by the Ellsworth Company any more 
rapidly if the special discount had been withdrawn than if it had been 
continued. The wholesale firm was proceeding as expeditiously as 
possible to strengthen its own brands. In fact, the very use of the 
Ellsworth Company’s brand of middy cloth as a price leader was for 
the purpose of stimulating sales of the wholesale company’s brands of 
other fabrics. Thus, the discriminatory discount was being utilized 
directly and indirectly to the disadvantage of the grantor. The Ells- 
worth Company, however, had no logical ground on which to remon- 
strate against price-cutting by its customer, for the granting of the 
special discount in itself constituted price-cutting. 

This case serves to illustrate the danger of disruptive price-cutting 
which is likely to result from a varying price policy. 


November, 1925 MsTee: 


DENNISON MANUFACTURING COMPANY 
MANUFACTURER—PAPER PRODUCTS 


Discounts—Use of Previous Year’s Purchases as Basis for Quantity Dis- 
counts. The company, which manufactured a wide variety of paper 
products, sold the items which it produced for stock to wholesalers and 
also directly to retailers. The size of the discount allowed a wholesaler 
or a retailer on purchases of those items depended upon the amount of 
the buyer’s total annual purchases from the company in the previous 
calendar year. This system of discounts was not wholly satisfactory, 
and the company contemplated changing it. 


(1919) 


This problem on the rearrangement of the discounts granted to 
customers came before the Dennison Manufacturing Company in 
1919 for decision. 

The Dennison Manufacturing Company’s sales headquarters 
and plant were located in New England. Branch sales offices 
were maintained in about 30 large cities in the United States, 
Canada, South America, England, and Denmark. In addition, 
retail stores were maintained in four large cities in the United 
States. These retail stores were established primarily for pro- 
motional purposes and did not compete to any substantial degree 
with the independent retail stores which sold the company’s 
products. 

The company manufactured a varied list of paper products, 
such as shipping tags, marking tags, gummed labels, crépe paper 
products, jewelers’ cases, boxes, and findings. Although the com- 
pany sold a large quantity of special goods directly to industrial 
users, this problem was concerned only with its regular stock 
goods. In these regular stock goods there were approximately 
8,000 items. Most of these items were used by the ultimate con- 
sumer in small quantities, and the unit price was small. Conse- 
quently, they were distributed largely through wholesalers and 
retailers. 

These stock lines were cataloged and priced by the unit or by 
the carton, which contained 6, 10, 12, or more units. The retail 
prices given in the company’s catalog quite generally were ob- 
served by retailers except in the Far West, where high freight 
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rates made it necessary to charge higher retail prices. The inten- 
tion of the company was that consumers who bought from retail 
merchants should pay the prices stated in the catalog. When the 
goods were boxed in cartons containing more than one unit, the 
price stated for the carton was called the list price, and the con- 
sumer purchasing a whole carton was given this list price by the 
retailer. When goods were sold in less than carton lots, the 
unit price was slightly higher than the price per unit in carton 
lots. From the retail list prices or carton prices the discounts to 
the trade were figured. 

A wholesale stationer, who could carry stocks of practically 
everything that the company made, received a discount of 40% 
from the list price, provided he had bought, at net invoice prices, 
not less than $200 worth of the company’s merchandise in the 
previous calendar year. Under stipulated conditions the whole- 
saler received in addition specified quantity discounts. The mini- 
mum of $200 was a nominal amount and was established merely 
as a guaranty of good faith on the part of the wholesaler. 

The company made a large portion of its sales of stock goods 
directly to retailers through its traveling salesmen. A substantial 
number of these retailers also carried on a wholesale business and 
sold to smaller retailers. 

A retailer who had purchased, at net invoice prices, $500 or 
more worth of the company’s products in the previous calendar 
year received a discount of 40%, the same as a wholesaler. To 
those retailers buying less than $500 per year, a discount of 30% 
from the list price was given. Under specified circumstances a 
retailer, as well as a wholesaler, received quantity discounts, 
regardless of the annual purchases. Two-thirds of the sales of 
stock goods were made to retailers who received the 40% dis- 
count. Of 10,000 retailers who carried Dennison goods, more 
than 2,000 were in the 40% class, with annual purchases per 
retailer of about $1,500. 

The company’s salesmen called on retailers in cities which had 
populations of 25,000 or more. All the goods sold by these sales- 
men were shipped from the company’s factory, and the buyers 
paid the freight. Small, incidental purchases by retailers in these 
cities, however, usually were made from wholesalers because of 
the saving in freight. 
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Numerous objections had been raised to the company’s discount 
plan. In the first place, it had been suggested that there was an 
element of unfairness in having the amount of the dealer’s profit 
depend on the quantity of goods which he bought from the com- 
pany. Nevertheless, the minimum requirement of $200 per year 
for each wholesaler and $500 for each retailer was well within 
the reach of those merchants who took sufficient interest in the 
Dennison line to give it adequate display and promotive attention. 

While it was the company’s intention immediately to increase 
the discount when a wholesaler or a retailer reached the minimum 
requirement, it was often difficult, with 10,000 accounts, to put 
the increased discount into effect as soon as the merchant was 
entitled to it. If the company failed to make this change at once, 
its oversight was resented by the merchant. 

There also were frequent occasions on which a merchant 
reached $500 in purchases in one year only to fall below that 
amount the next year, thereby reducing his discount in the third 
year. After a retailer was once placed in the $500 class, he 
remained there until for one calendar year he had fallen below 
that limit. Reductions in the discount, however, were fairly fre- 
quent, because of the fluctuations in a merchant’s business and 
also because a merchant might reach the minimum in one year 
as a result of an unusually large order for Dennison goods received 
from one of his customers, as, for example, from a government 
agency or from a railroad company. 

One object of the high discount was to reward the merchants 
who took an interest in this line, and it was advantageous from 
one standpoint to hold forth the inducement of the high discount 
as an incentive to the merchants who had not yet attained it. It 
had been found, however, that this stimulus tended to encourage 
merchants just under the line to pad their orders near the end 
of the year in order to go over the $500 mark. If orders were 
padded in one year, the merchants ran the risk of purchasing 
less merchandise from the company the next year, and thus might 
subsequently fall below the minimum amount and become dis- 
contented. 

Friction also was encountered with the merchants who failed 
to reach the minimum by only a few dollars and who claimed 
that an injustice was being done to them when they were so near 
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the mark and yet did not receive the large discount. This diffi- 
culty had been particularly pronounced during periods of un- 
usually heavy demand and shortage of many items. Under those 
conditions the company frequently had been unable to ship to 
merchants all the goods they ordered. Consequently, the mer- 
chants had claimed that if the company had made shipments to 
them in accordance with their orders, they would have been well 
over the $500 line. 

The company was emparrassed also when it opened accounts 
with new customers who prospectively had 40% accounts, either 
because they already had large established businesses or because 
they were starting businesses of their own on an unusually large 
scale after having acquired experience elsewhere. Such merchants 
believed themselves entitled to the 40% discount because of the 
future possibilities of their businesses. In many of those cases 
the company would prefer to give the new customers as great 
an inducement as possible to put in a full line of Dennison goods, 
provided it could be done without breaking down the established 
policy. 

In the few years prior to 1919 there had been a rapid advance 
in prices, and $500 worth of merchandise represented much less 
in bulk than it did in 1914. Consequently, many retailers were 
coming into the 40% class. If prices and the volume of sales 
returned to a more normal level, several of those merchants 
would drop back into the lower class. 

The company also was troubled from time to time with the 
pooling of orders whereby two or more small retailers entitled only 
to 30% discount combined in ordering their goods so as to reach 
the $500 mark. The company could not stop this abuse, pro- 
vided the goods were shipped and billed to one address. It did 
decline to grant the discount if the retailers asked to have the 
goods shipped or billed to more than one address. 

One of the suggestions that was made for the solution of this 
problem was to give all customers, both wholesalers and retailers, 
the discount of 40%. This would be objected to by wholesalers 
as cutting off their patronage from the small retailers. The 
wholesalers were selling to small stores in urban districts and 
especially to stores in rural districts and small towns. 

Another suggestion was to eliminate the minimum purchases 
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requirements, to give retailers 40% off, and to give an extra 10% 
discount to wholesalers. One of the drawbacks to this plan was 
that numerous retailers also were wholesalers. They immediately 
would claim the extra discount, and it would not be long before 
other large retailers would demand the same discount as their 
competitors. The company was apprehensive, furthermore, that 
the introduction of the extra 10% discount to wholesalers who 
were also retailers would result in price-cutting. 


Commentary: In this case the major question was whether to con- 
tinue to grant a higher discount to retailers whose purchases annually 
amounted to more than $500 each than to retailers whose purchases 
were less than that amount. Inasmuch as a large portion of the com- 
pany’s sales of stock goods were on orders received directly from re- 
tailers, with more than 2,000 retailers receiving the same rate of dis- 
count as that granted to wholesalers, the problem of affording pro- 
tection to the wholesalers was not a primary issue in this case. 
Attention can be directed chiefly, therefore, to the company’s relations 
with retailers. 

The discount of 30% from the retail list price, granted to retailers 
who purchased annually less than $500 each, was an ordinary trade 
discount, intended to provide the retailers with a normal gross margin. 
The extra 10% discount allowed to retailers whose yearly purchases 
equaled or exceeded $500 each was in effect a premium for maintaining 
a specified volume of purchases. It might be termed a patronage dis- 
count. This extra discount differed from an ordinary quantity discount 
in that it was based on annual purchases, not on the size of individual 
orders. Unlike an ordinary quantity discount, the extra discount 
offered in this case was not warranted by specific savings in handling 
particular orders, but by the effect which it was presumed to have upon 
the company’s aggregate volume of sales. 

The difficulties of administering this type of patronage discount are 
indicated in the statement of the company’s experiences—the friction 
with customers just under the line, the antagonism aroused by the 
withdrawal of the discount once granted, the padding of orders, and 
the trouble arising because the discount was based on past, not current, 
performance. These difficulties were inherent in this type of discount. 

The advantages to the company from the employment of the 
patronage discount lay in its stimulus to continuous patronage and in 
its encouragement to retailers to feature Dennison goods. It is stated 
that more than 2,000 retailers were in the 40% class, with average 
purchases per retailer of about $1,500 a year. Thus the aggregate 
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annual sales to retailers who received the 40% discount must have 
been approximately $3,000,000. The extra 10% discount on that sum 
amounted to about $300,000 a year. Except for the discount on the 
merchandise bought by some of these retailers for resale at wholesale, 
the foregoing amount of $300,000 represents the sum which the com- 
pany was allowing to retailers for their sales promotion assistance on 
Dennison goods. It is doubtful if the benefit gained was commen- 
surate with this grant; at least the question fairly may be raised as to 
whether the expenditure of an equivalent amount in advertising to 
consumers would not have yielded greater returns. 

The proposal to give all retailers a flat 40% discount and whole- 
salers an extra 10% would not have improved the situation. Since 
numerous firms sold both at wholesale and at retail, the company soon 
would have found itself granting discounts to retailers of 40% and 
50% instead of 30% and 40%, without having solved the basic 
problem. 

The suggestion that the company grant a flat discount to all custom- 
ers had more merit. Whether that discount should have been 30%, 
35%, or 40% it is impossible to judge from the data furnished. The 
chief argument in favor of the 40% rate was that the use of that rate 
would have avoided arousing the antagonism that would have ensued 
from a lowering of the rate of discount to customers who already were 
enjoying the 40% rate. 

Under the circumstances in this case, in order for a flat trade dis- 
count to have worked satisfactorily, it would have been necessary to 
supplement it by quantity discounts on individual orders graduated 
on a scale fully commensurate with the savings to be effected. 
The company already was granting some quantity discounts, but 
apparently they were of minor consequence. It is conceivable that 
by use of an adequate system of quantity discounts it would have been 
possible to reduce the flat rate of trade discount to 3 5%, perhaps to 
30%, without antagonizing the large customers. Whether or not a 
satisfactory scale of quantity discounts could have been devised for 
such a varied line cannot be judged without comprehensive data 
obtained from an analysis of order records. Whatever scale of quantity 
discounts was offered to retailers, however, it would have had to stand 
for the wholesalers also, because of the influence of firms which car- 
ried on combined retail and wholesale businesses. A proper scale of 
quantity discounts, with a minimum order limit, would have accorded 
the wholesalers as great protection as they received under the existing 
plan. 


_ The Dennison Company’s problem was seriously complicated by the 
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obstacles to modifying an existing practice without arousing strong 
hostility. This case has significance for firms which have not adopted 
a plan of patronage discounts based on yearly sales in that it shows 


the embarrassments of operating such a plan and the difficulties of 
extrication. 


April, 1926 M. T. C. 


NATIONAL BIscuIT COMPANY 
MANUFACTURER—BAKERY PRODUCTS 


SaLEs PLANNING—Arrangement of Quantity Discounts to Discourage Over- 
stocking. The size of the quantity discounts which the company, a 
manufacturer of nationally advertised, semi-perishable bakery products, 
granted retailers was based on the amount of the retailers’ monthly 
purchases. The scale of discounts was arranged so as to discourage 
retailers from overstocking, since sale of stale merchandise to con- 
sumers would have injured the reputation of the company’s brand. 


DistRIBUTION CHANNELS—Direct Selling to Protect Reputation of Semi- 
perishable Products. A company manufacturing nationally advertised, 
semi-perishable bakery products sold directly to retailers in order to 
protect the reputation of its goods by preventing stale merchandise 
from reaching consumers. For this same reason, the company refused 
to sell to buying pools of retailers. 


(1921-1924) 


Complaints brought by retail grocers operating unit stores 
against the National Biscuit Company’s discount policy cul- 
minated in an action before the Federal Trade Commission in 
1921. The complaint of the commission stated that the policy of 
the National Biscuit Company in granting quantity discounts 
discriminated against small unit stores which had entered buying 
pools in order to obtain maximum discounts, and reacted in favor 
of chain stores. 

The National Biscuit Company maintained an extensive system 
of wholesale branches and through its salesmen sold directly to 
retailers. In unit stores the company’s salesmen on frequent calls 
gave advice regarding the quantity to purchase, inspected the 
quality of stock on hand, arranged for merchandise display and 
occasionally for window display, and made collections. In the 
case of sales to a chain store company, the merchandise was deliv- 
ered to the individual stores, and collections were made either 
from the stores or from the central office in accordance with 
receipts signed by the store managers. 

Regarding the complaint of the Federal Trade Commission, 
the company published the following statement, September 9, 
1922: 
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THE Facts IN THE FEDERAL TRADE CoMMISSION COMPLAINT 


As is well known, we have a uniform discount policy and we do not 
depart from it in any particular. There are no exceptions. Our cus- 
tomers, as respects quantity discounts, are divided into four classes: 


Class A includes those customers who buy a total of all of our 
biscuit amounting to $200 or more in a given month. These customers 
receive a discount of 15%. 

Class B includes customers who buy $50 or more in a given month 
but less than $200. These receive a discount of 10%, 

Class C includes customers who purchase $15 or more in a given 
month but less than $50. These customers receive a 5% discount. 

Class D includes those customers who purchase less than $15 of all 
of our biscuit in a given month, and who receive no quantity discount. 

We also give a cash discount. All customers who pay within 10 
days receive a discount of 1%. 

To us a “customer” is any person, partnership, or corporation own- 
ing and operating one or more stores. We do not sell to pools of 
any kind. 

Our products are particularly perishable, in that they begin to 
deteriorate as to quality, though not as to wholesomeness, within a 
comparatively short time after manufacture or packing. We aim to 
place upon the market only the highest class of goods, and, therefore, 
the first essential of our business is that as brief a period as possible 
shall elapse between the time one of our products leaves our ovens 
and the time it reaches the consumer’s table. This policy is part of 
the groundwork of the business and is vital to the maintenance of our 
well-earned reputation for putting out the finest goods as respects: 
wholesomeness, taste, and general quality. Therefore, by reason of 
the nature of the business, it has been our policy to sell and to deliver 
direct to retail stores. We place the goods in the stores as quickly as 
possible, and it is the business of our salesmen, among other things, to 
make certain that no retailer overstocks and to aid the retailer in 
every possible way to sell the goods as rapidly as possible. This has 
the effect of increasing his turnover and, therefore, his profit, and also 
of building up his business and our own by cultivating among con- 
sumers the deserved reputation of supplying only the freshest goods 
of the best quality. 

These basic reasons are the foundation and the origin of our dis- 
count policy. In studying the subject and in consulting various cus- 
tomers, we found that a discount policy like that set forth above 
would be best constituted to promote the business of our customers 
and, therefore, to make our own business grow and to serve the con- 
suming public. 

Any independent retail grocer buying $200 of our goods in a given 
month obtains a quantity discount of 15%. No customer, not even a 
chain store having thousands of branches, and buying many, many 
thousands of dollars of our goods per month, can, nor has any such 
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buyer or customer ever obtained any concession or allowance or more 
than this 15% quantity discount, either directly or indirectly. 

Under this plan many independent retailers formerly in Class B or 
C have now by energy and alert business methods and genuine sales- 
manship built up their businesses to $200 or more per month, thus 
putting themselves in Class A and obtaining the largest discount that 
any one can obtain from the National Biscuit Company. 

Excluding from the computation all chain stores, even a chain store 
consisting of but two stores under one ownership, we are regularly 
selling to a great number of independent retailers throughout the 
United States who buy $200 or more per month of our products; in- 
deed, the total of these Class A customers, excluding chain stores, is 
now in the thousands. 

The case against us that is now being heard before the Federal 
Trade Commission is the result of complaint by some retail grocers 
who desire to join in pools for the purpose of purchasing from our 
company on a pool basis and by this device attempt to secure a I 5% 
discount as against a 10%, or in some cases the 5% discount they 
now receive. The Commission’s inquiry is directed to the question 
whether or not our discount policy is an illegal price discrimination 
against those who do not earn the 15% discount by selling $200 worth 
or more per month of our products, and whether or not our policy 
tends to build up chain stores or a proposed chain store monopoly as 
against independent retailers. 

It is difficult to see how we could be justly accused of any favoritism 
to the chain stores or any discrimination against independent retailers, 
who constitute by far the greater part of our customers. As to price 
discrimination, we cannot be said to discriminate in price against retail 
pools or buying exchanges, because it is the uniform policy of this 
company not to sell to such pools or combinations at any price. 

Moreover, retailers in Class B and Class C have testified in our 
behalf in the present case that they favor our discount policy and that 
they would not regard it as fair for us to sell to a pool, and thus enable 
some other independent retail grocers, competitors of theirs, to obtain 
by the mere device of joining a pool a discount equal to or greater 
than the discount that such independent retail grocer had obtained by 
his own sales efforts. 

And finally as to the charge of building up chain stores, our company, 
so far as we know, is the only manufacturer that absolutely refuses 
special discounts to chain stores by reason of the very large quantities 
that they sometimes purchase; in other words, the thousands of in- 
dependent retailers who buy $200 worth or more of crackers per 
month, as well as the very smallest chain having only two or three or 
four stores but buying $200 or more per month, obtain exactly the 
same discount that is received by the largest chain store groups in the 
United States, some of which purchase in a month from $10,000 to 
$40,000 or $50,000 or more of biscuit. 
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The Federal Trade Commission reached a decision in the case 
of the National Biscuit Company in January, 1924.1 At that time 
the commission ordered the company to discontinue its policy of 
allowing discounts to chain grocery store companies on the total 
purchases of all their units from the company so long as it 
refused to allow similar discounts on gross purchases to associa- 
tions or combinations of independent grocers. Portions of the 
commission’s findings as reported in its decision follow: 


Paragraph 6. The respondent allows to purchasers operating more 
than one retail grocery store, or what are commonly known as “chain 
stores” (and will be hereinafter so designated), a discount in price on 
the monthly gross purchases of all the separate units or retail grocery 
stores of such chain store systems. The number of separate units or 
retail stores in the various chain store systems vary from two to more 
than seven thousand. The respondent serves each separate unit or 
retail store of a chain system as a distinct and separate purchaser— 
its salesmen solicit and take orders from the managers of each of the 
separate units or retail stores; it makes deliveries to each separate 
unit or retail store; in many instances the manager of the separate 
unit or retail store pays for respondent’s goods when they are delivered, 
but in other instances payment is made at the headquarters of the 
chain system; in some instances the general manager of the chain store 
system at headquarters to a certain extent determines the brands or 
varieties of respondent’s products that the separate units or retail stores 
of such system will carry—that is, the general manager will list the num- 
ber of brands and varieties that each separate unit or retail store will 
be allowed to handle—but the managers of the separate units or re- 
tail stores then choose any or all of such products on such list that they 
think they can sell in their respective communities, and the quantities 
to be purchased by each separate unit or retail store in all instances 
are determined by the manager of said unit or retail store and given to 
respondent’s salesman when he calls; in some instances, however, the 
manager of the separate unit or retail store determines the brands or 
varieties that his store will handle, and has complete charge of the 
ordering of biscuits and crackers from the respondent. Different units 
or retail stores of a chain system in many instances handle different 
brands or varieties of respondent’s products. 


Par. 9. In many instances a purchaser operating a single retail 
store is in direct competition with a purchaser operating a separate 
unit or retail grocery store of a chain system in selling respondent’s 
products, and the aggregate monthly purchases of respondent’s products 
by said purchaser operating a separate unit or retail grocery store of 


1 Federal Trade Commission y. National Biscuit Company (No. 423) Docket 836, 
January 23, 1924, ; . 5 
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the chain system are no greater than the aggregate monthly purchases 
of respondent’s products by the purchaser operating a single retail store; 
yet the respondent grants a larger discount to the purchaser operating 
a separate unit or retail grocery store of the chain system than it does 
to the purchaser operating a single retail store. 


e . . . . . . . . . ° . e 


Par. 14. In order to compete with retail units of chain store sys- 
tems in selling National Biscuit Company products, groups of inde- 
pendent retailers in many localities in different parts of the United 
States have attempted to combine their purchases and obtain dis- 
counts equal to those granted to the chain stores: 


(a) In some instances one of the independent retailers would 
buy for two or three of his neighbors—placing the order, receiving 
all deliveries at his store, and paying for the goods, the other 
grocers in the combination calling at his store and getting the 
goods thus ordered and received by him. ; 


(b) In some instances groups of independent retailers have re- 
quested the National Biscuit Company to make to them deliveries 
similar to those it makes to the separate units or retail grocery 
stores of chain systems; to take orders from them as it takes 
orders from separate units or retail grocery stores of chain systems; 
and have offered to pay respondent cash on delivery, or in the 
same way as the chain stores pay; and have further offered to 
meet any requirements the respondent makes of the chain systems. 


(c) In other instances corporations have been formed, in 
which the stock is owned exclusively by retail grocers. These cor- 
porations have requested the National Biscuit Company to sell 
their stockholders or members on the same terms and in the same 
manner as said respondent sells separate units or retail grocery 
stores of chain systems. These corporations have offered cash 
on delivery for the goods, or to pay for them as the chain stores 
pay, and to meet every requirement that the National Biscuit 
Company makes of the chain systems. 


Par. 23. In many instances, independent retailers purchasing less 
than $200 per month of National Biscuit Company products (which in- 
clude approximately 90% of respondent’s customers in the United 
States) are unable to successfully compete with purchasers operating 
separate units or retail grocery stores of chain systems in the sale of 
respondent’s products, because of the difference in discounts. 

Par. 24. In many localities in the different parts of the United States, 
independent retail grocers who do not carry National Biscuit Company 
products or who do not sell respondent’s products at a price equal to 
that at which the separate units or retail stores of chain systems are 
selling such products, not only lose the sale of respondent’s products, 
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but also thereby lose the opportunity of supplying customers with other 
commodities. 


Par. 26. That the effect of the application of respondent’s system 
of discounts, as hereinbefore set out, gives to one class of retail grocers 
an undue advantage in competing with another class of retail grocers 
in the handling of respondent’s products, which has the capacity to and 
does tend to substantially lessen competition and to create a monopoly 
in the retail distribution of respondent’s products. 


In May, 1924, the Circuit Court of Appeals of New York 
reversed the order of the Federal Trade Commission in the case 
of the National Biscuit Company.2 The opinion of the court read 
in part as follows: 


We conclude that the sales policy of the petitioners as to their dis- 
count plan, as well as the refusal to sell cooperative or pooling buyers, 
is fair in all respects as to all its competitors and customers. 

This policy obviously does not affect the public interest nor deprive 
it of anything it desires. It is a practice which is recognized by manu- 
facturers of bakery products and is inoffensive to good business morals. 
It was error to direct the petitioners to sell to individual grocers who 
pooled their orders of purchase or who bought on a cooperative basis. 
While a chain store owner may handle more crackers because of his 
ownership of more than one store, this is but the result of healthy com- 
petition. 

A manufacturer of biscuits cannot be expected to adopt a uniform 
policy that is appropriate to meet the small buyer and the large buyer. 
There is no discrimination between the large buyer such as the owner 
of a chain store, and the grocer owning but one store. There is evi- 
dence in the record that many individual grocers do a large enough 
business to win the discount provided for under the petitioners’ policies. 

A pool is organized merely to buy and not for selling purposes. The 
manager of the pool, when it has a manager, merely buys as an agent 
or employee of the pool. He has no control over any of the various 
grocers in the pool. He incurs no financial liability. Each member 
of the pool controls his own business and is liable for his own indebt- 
edness. 

The case is different where the sale is made direct to the manager of 
a chain unit. By pooling purchases, the retail customers of the peti- 
tioners would afford no service in the sale of the petitioners’ product to 
the consumers beyond that which each furnishes individually, and it 
may be noted that the advertising of the large chain stores inures to 
the benefit of the petitioners’ products by creating a wide-spread and 
uniform demand for their products and consequently larger sales. 





* National Biscuit Company v. Federal Trade Commission, 299 F 733. See also, 
45 S. Ct. 95. 
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Commentary: As this case was presented to the court, it is diffi- 
cult to see how a different decision could have been reached. The 
effort to force the company to sell to pools or group buying organiza- 
tions was not well advised, for sale and delivery direct to retail stores 
were an integral part of the company’s sales plan whereby it guarded 
against delays in delivery resulting from rehandling and against the 
danger of the accumulation of stocks of stale goods on retailers’ shelves. 
The merchandise was semi-perishable, and the company could maintain 
and enhance the reputation of its brand only by regulating carefully 
the distribution to retail stores. If, instead of attempting to force the 
company to sell to pools and buying associations, the opponents of the 
company’s policy had concentrated attention on a demand that the 
discounts granted to each store operated by a chain store company be 
determined by the purchases of that store rather than by the aggre- 
gate purchases of the parent company, the court might have reached a 
different conclusion. When the company dealt with each chain store 
manager independently, it is not clear that the discounts to the store 
should have been on a basis different from that which determined the 
discounts to independent unit stores. With such a low limit—purchases 
of $200 a month—constituting the qualification for the maximum dis- 
count, however, it is hardly worth while to speculate at length on that 
question of alleged discrimination. 

Quite aside from its legal aspects, the case presents an especially in- 
teresting example of the use of quantity discounts based on monthly 
purchases. 

As in the Dennison Manufacturing Company case,* discounts de- 
termined by the quantity of goods bought during a specified period 
were used by this company to encourage continuity of patronage and 
to aid in sales promotion. The National Biscuit Company had par- 
ticularly strong reasons for the use of such discounts. Its products were 
semi-perishable; hence the risk of encouraging retailers to overbuy on 
individual orders, as might have resulted from quantity discounts based 
on individual orders, was to be avoided. The period discounts were 
preferable to quantity discounts on individual orders. The products 
could not be manufactured for stock, because of their perishable nature. 
As a result of the stimulation of continuity and regularity of patronage 
among many customers, it is probable that factory operations were ren- 
dered more regular and more economical. 

The company’s products had a continuous sale in the retail stores 
and a sufficient potential sales volume in each store to warrant the use 
of monthly purchases rather than annual or semiannual purchases as 
the basis for determining the discounts. The monthly basis was con- 





3 See page 407. 
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sistent with the company’s sales and production plans, equitable to 
the retailers in general, and a constant stimulant to sales promotion. 
By using the monthly basis, furthermore, the company avoided some of 
the difficulties inherent in a yearly plan of period discounts. The suc- 
cess of the monthly plan, however, was conditional upon the rapid 
rate of stock-turn of the semiperishable goods in the retail stores, from 
which a high frequency of purchase resulted. The plan was especially 
suited to this type of business but could not have been expected to 
operate satisfactorily in many other types of industry. 


April, 1926. Wise tC: 


Hunt INsSuLATED Wi1RE CoMPANY?* 
MANUFACTURER—INSULATED WIRE 


Discounts—Use of Trade Discounts as Means of Facilitating Distribution 
through Wholesalers. The company, which manufactured insulated 
wire, cord, and cable, sold directly to large users but preferred not 
to sell directly to retailers or small users because it wished to avoid 
antagonizing wholesalers selling its merchandise. The scale of trade 
discounts which the company used was designed to encourage retailers 
and small users to purchase its merchandise from wholesalers. In plan- 
ning to introduce an improved type of wire, the company had to decide 
whether to apply the established scale of discounts. 


(1922) 


The Hunt Insulated Wire Company, in May, 1922, was planning 
to put on the market an improved type of rubber-covered elec- 
trical cord for household and general industrial uses. It was 
necessary for the company to decide whether to apply its usual 
system of trade discounts to that item. The company’s engineers 
had been engaged for two years in perfecting machinery for the 
quantity production of the improved cord, which was asserted to 
have several advantages over ordinary electrical cords and cables 
with braided insulation. Although the new product was not pat- 
ented, the company expected that competitors could not duplicate 
it successfully in less than a year.” 

The company normally employed about 525 men in its manu- 
facturing plant. Its sales in 1921 were $4,125,000. In the pre- 
vious year total sales had been in excess of $5,250,000. The 
products of this firm comprised various types of insulated wire, 
cord, and cable for outside use, both underground and overhead, 
and also for equipment in mines, manufacturing plants, and 
buildings of all types. The company made everything in its line 
from a simple type of insulated cord for use on lamps and other 
household electrical appliances, retailing at 5 or 6 cents a foot, 
to heavily armored submarine cables selling at $5 or $6 a foot. 
Electric light and power companies, street railways, manufactur- 





1 Fictitious name. 


2 Methods used by the company in obtaining rapid initial distribution of this 
new product are brought out in Hunt Insulated Wire Company, 1 H.B.R. 3393 
commentary, 2 H.B.R. 500. 
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ing establishments, and mines constituted a large part of the 
company’s market. Sales also were made to contractors for the 
wiring of large buildings. Those of the company’s products that 
were used in private houses and small industrial plants were sold 
by retail dealers, including contractor-dealers and central power 
stations, as well as by electrical specialty stores. 

The Hunt Insulated Wire Company sold directly to electric 
light and power companies, street railways, large manufacturing 
plants, mines, and other customers who purchased in large quanti- 
ties. In many instances this business was on a keenly competi- 
tive basis, and bids ordinarily were submitted by several large 
manufacturers of electrical goods. Sometimes these goods were 
purchased by manufacturers to be used as part of their own 
products; a large producer of vacuum cleaners, in a typical in- 
stance, asked several wire and cable companies to submit bids 
for 1,000,000 feet of cord for use on vacuum cleaners. Whole- 
salers as well as manufacturers frequently were asked to submit 
bids on large orders of wire and cable. Under such circumstances 
a wholesaler usually consulted manufacturers to learn which one 
would give him the best price, and then submitted a bid based on 
that figure. 

Although occasionally the Hunt Insulated Wire Company made 
sales directly to contractor-dealers and small industrial establish- 
ments, it preferred that orders for merchandise to be sold at re- 
tail should be filled by wholesalers. Electric light and power 
companies which were purchasing large quantities of wire and 
cable directly from the company for installations not infrequently 
had complained because the company would not sell its smaller 
items, principally for use in homes and small machine shops, di- 
rectly to the central power stations. This the company had been 
unwilling to do for fear of antagonizing wholesalers; it believed 
that it was dependent upon wholesalers for the bulk of its sales 
in these small items. 

Electricai wholesalers commonly sold all varieties of electrical 
equipment for household use, including wire, cord, electric lighting 
fixtures, bulbs, sockets, washing machines, vacuum cleaners, 
toasters, curling-irons, heaters, flat-irons, radio apparatus, and the 
like. The wholesalers usually secured a wider margin of profit on 
household appliances than on wiring and fixtures. Specialty 
wholesalers, such as mining supply firms, handled supplies and 
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equipment for specific industries exclusively. Both classes of 
wholesalers carried stocks and in general performed the usual 
wholesale functions. Occasionally the company gave a wholesaler 
exclusive privileges for the distribution of a few items in a 
restricted territory. In those instances, however, the company 
reserved the right to sell directly to large purchasers within a 
wholesaler’s exclusive territory without giving the wholesaler a 
commission on those sales. 

The company had sales offices in Chicago, New York, Boston, 
Salt Lake City, and San Francisco. From four to six salesmen, 
paid on a straight salary basis, worked from each of these offices. 
A large part of their time was given to missionary and general 
sales promotion work. In territories at long distances from the 
company’s sales offices, extensive use had been made of manufac- 
turers’ agents, each of whom ordinarily represented several non- 
competing companies. Such an agent had an exclusive territory 
and handled the full line of the company’s products, while 
wholesalers usually handled only a portion of the line. These 
agents acted as order-takers; they carried no stock and assumed 
no credit risk. The company paid a commission of from 5% 
to 10%, depending upon the article, on all sales made by such 
agents; commissions were paid when the company received pay- 
ment. An agent received commissions on all sales made in his 
territory whether or not he assisted in securing the orders. 

Although the company was forced to take losses on inventories 
of raw materials during the decline of prices in 1920 and 1921, 
when this problem arose in 1922 it had ample stocks of rubber 
and copper purchased at prices somewhat below the prevailing 
market figures. List prices of the company’s products included 
freight to destination and were subject to the following discounts: 


DISCOUNTS TO CONSUMERS 


Under 200 feeti.c% meen vera net 

StotOw f,5O016Cl.. aw seats 5% 
1,500 10 /5,000 Teel. .5.-.-- 2.6. 10% 
Over 5S ,DOG LCGi. cc aeter sersaeenr ete 20% 

DISCOUNTS TO CONTRACTOR-DEALERS 

Under BSOMCCL Marah. shone Mrecmets 15% 

REO LOE T SOO LeCts tetris lots 10% and 10% 
£800 tO 5,000 Leto.) ws emanate os 20% and 10% 


Over 6,000 feet. sy enh eran 25% and 10% 
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DISCOUNTS TO WHOLESALERS 


Under COIECEL Me eer hu a ote 15% and 5% 

50 Omen SOO CEL AMM Gin oyna 10%, 10%, and 10% 
E5000 95,000: feet onc. sak hee kh 20%, 10%, and 10% 
5,000 10125 OOO eit. hia cee ete 25%, 10%, and 10% 
OVE 2S OO TEC Uet < ss mene ic 25%, 10%, 10%, and 5% 


Extensive tests which had been made of the new rubber-covered 
cord had shown it to be more durable than the ordinary type 
with braided insulation. The principal feature was a reinforced 
construction of alternate layers of rubber and fabric, similar to 
the construction of an automobile tire. In one machine-shop, 
where small cords of this kind were used to supply current to 
portable electrical drills, the new rubber-covered type had out- 
lasted two of the braided cords and had shown no perceptible 
wear. For experimental purposes, the company had made a cable 
of the same construction for use in bituminous coal mines that em- 
ployed electrical mining machinery. In a test made in a West Vir- 
ginia mine this new cable and several others, including those of 
competitors as well as those made by the Hunt Insulated Wire 
Company, were run over by a mine locomotive. While the insula- 
tion of all the other cables was entirely torn away by the locomo- 
tive wheels, there was scarcely an injury to the rubber-covered 
cable. The company intended to conduct further experiments 
with larger cables of this construction. At the outset, however, 
the cable was being produced chiefly in small sizes which the 
company expected could be sold at prices but little higher than 
those of directly competing products. 


CoMMENTARY: ‘The new type of wire which the company was plac- 
ing on the market was to be sold both as a fabricating material and 
as an operating supply. Large purchasers of wire for fabricating pur- 
poses commonly placed their orders directly on the basis of competi- 
tive bids, and no issue was raised in this case regarding the determina- 
tion of prices for those competitive bids. For the distribution of wire 
sold for supply purposes and to small fabricators, the company deemed 
the services of wholesalers and supply merchants to be essential. Hence, 
the system of trade discounts adopted by the company was aimed at 
protection of the wholesalers. This protection was afforded not only by 
a scale of quantity discounts but also by an actual differential on equal 
quantities. The company did not refuse to sell to small industrial users 
or to contractor-dealers, but it did not grant them as large discounts 
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as it granted to wholesalers, and it did not grant users as large discounts 
as it granted to contractor-dealers. The chief effect of this discount plan 
must have been to encourage users and contractor-dealers to buy from 
wholesalers. The discount plan was conducive, therefore, to the real- 
ization of the company’s merchandising objectives. 


April, 1926 MeT2G. 


DAMARISCOTTA Company! 
WHOLESALER—HARDWARE 


Discounts—Use of Trade Discounts as Means of Facilitating Price Changes. 
The company, a wholesale hardware firm, issued catalogs containing list 
prices to retailers once each two or three years. From the prices given 
in those catalogs, the company’s salesmen were authorized to quote 
various sets of discounts to retailers. Because this system of list prices 
less a series of trade discounts facilitated price changes, which occurred 
much oftener than a new catalog economically could be issued, the com- 
pany was unwilling to quote net prices in its catalogs. 


(1922) 

The Damariscotta Company of Chicago was a wholesale hard- 
ware firm. Its salesmen regularly visited all parts of the United 
States except New England. In 1922 the company carried more 
than 50,000 different articles in stock, and on most of its lines 
there was severe price competition. Once each two or three years 
the company issued a new catalog, which contained from 2,000 
to 2,500 pages. Opposite each item was a list price from which, 
according to a notice at the beginning of the catalog, retailers 
were entitled to a discount of approximately 50%. In practice 
the prices actually paid by retailers were neither the list prices 
nor the list prices less 50%. 

The company’s salesmen were provided with loose-leaf price- 
lists in which were given three sets of discounts for each item or 
group of items. The first set of discounts yielded for each article 
a net price which was equal to cost plus handling charges. The 
next set of discounts yielded a higher net price, which was known 
as the “inside” price. The third set of discounts was the lowest 
and the resultant price was called the “outside” price. These 
discounts were in code. In addition, there was what was known 
as the full package price on selected goods, which was lower than 
the “inside” price. New price sheets were furnished to salesmen 
as price changes were made. The system of list prices less a 
series of trade discounts was used to facilitate changes in the 
prices of articles, such as bolts and screws, on which there often 
were as many as 18 or 20 changes in a year. 





1 Fictitious name. 
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Salesmen used their own judgment in quoting prices to retailers. 
Large buyers frequently were able to obtain the “inside” price; 
others in the course of bargaining eventually secured prices some- 
where between the “inside” price and the “outside” price. In 
cases where the credit risk was high, the salesmen ordinarily were 
instructed to insist on the “outside” price. In order to discourage 
salesmen from quoting prices too near the cost of merchandise 
plus handling charges, the Damariscotta Company had adopted 
a plan of compensation whereby the salesmen’s remuneration 
depended partly on the margin between the price which repre- 
sented cost plus handling charges and the price actually obtained. 

Whereas formerly prices of many goods in the hardware trade 
had been quoted on a pound or square-foot basis, the Damaris- 
cotta Company quoted all prices on the ordinary sales units or 
multiples thereof. The company’s usual terms of sale were 27% 
for cash in 10 days, net 60 days; interest at the rate of 6% per 
annum was charged on overdue accounts. Accounts outstanding 
usually represented about 40 days’ sales. Prices were quoted 
f.o.b. Chicago, except in special cases where competition made it 
necessary to equalize freight charges. The company endeavored 
to secure an average gross profit of 20% on sales. In normal 
years the operating expenses of the company had been from 17% 
to 18% of net sales, and the rate of stock-turn had been 31% to 
4 times a year. 

The use of list price catalogs and trade discounts was common 
in the wholesale hardware trade. Several wholesale firms, how- 
ever, issued catalogs in which net prices were quoted to retailers, 
and this had led retail hardware merchants to request that other 
wholesalers adopt the net price plan in their catalogs. 

The practical difficulties to be overcome in issuing a net price 
catalog had appeared insuperable to the Damariscotta Company. 
The catalog was large. When bound, the expense of preparation 
made it imperative that each edition remain in use for at least 
two or three years. Price changes were frequent; it was neces- 
sary that they be made much more frequently than a new catalog 
economically could be issued. A loose-leaf catalog often was not 
utilized properly by a retailer, and it was expensive for a whole- 
saler. The Damariscotta Company believed that it would lose 
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ground to competitors if it were to issue a net price catalog; the 
competitors would learn its prices immediately and then cut them. 


ComMENTARY: The list prices used by this company were merely 
points from which to start the computation of net prices. The list 
prices did not represent the standard retail prices, as in the Dennison 
Manufacturing Company’s plan,? or the wholesale prices, as in the 
Mennen Company’s plan,’ or prices quoted to unprotected customers 
for small purchases, as in the Hunt Insulated Wire Company’s plan.* 
The list prices as used by the Damariscotta Company were solely tools 
for the computation of net prices. 

The system of list prices and trade discounts was used by this com- 
pany partly because of the manner in which it facilitated the changing 
of prices when costs or market conditions changed. The net prices of 
a whole series of products, as for example wood screws of various sizes, 
could be altered by the change of a single discount rate. When the 
same discount rates applied to a group of items or range of sizes, the 
salesman’s price-list could be condensed and rendered more convenient 
for use. 

If net prices had been quoted in the catalog, it would have been nec- 
essary to change the catalog, either in whole or in part, whenever a 
price change occurred. A customer customarily assumes that a net 
price quoted in a catalog remains in effect during the normal life of 
the catalog, unless notified effectively to the contrary. This company 
had 50,000 items listed in its catalog, with from 20 to 25 items to a 
page. If a loose-leaf catalog had been attempted, the task of reprinting 
whole pages in order to notify customers of a change in the price of 
a single item would have been burdensome. A much more serious 
objection to a loose-leaf catalog lay in the possibilities of confusion and 
errors arising from the failure of customers to replace old leaves, in a 
2,000-page catalog, with new leaves on which corrected prices were 
published. 

The utilization of such a trade discount plan involved more clerical 
labor in billing than would have been required had the company quoted 
net prices. A heavier task also was imposed on the retailers who pur- 
chased from the company, since more labor was necessary for verifying 
invoices for merchandise which bore trade discounts than for goods 
bought at net prices. Despite these disadvantages, however, the use 
of trade discounts probably was warranted in such a business as this. 
The method in use facilitated the notification of salesmen regarding 





2 See page 407. 
3Mennen Company v. Federal Trade Commission, 1 H.B.R. 287. 
4 See page 422. 
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price changes. It also avoided the confusion which would have arisen 
if net prices had been published in the catalog which did not hold good 
for the life of the catalog. 

The practice of varying trade discounts between customers of the same 
class who purchased equal quantities of any particular item had the 
effect of varying net prices and was subject to the same criticism which 
was directed against the practice of varying prices by the Windermere 
Dry Goods Company.® 


April, 1926 MAES C, 
5 See page 392. 


RICKEL SHOE SUPPLIES ComPANY! 
MANUFACTURER—SHOE FINDINGS 


Pricinc—One-Price Policy Facilitated by Quantity Discounts. The com- 
pany, which manufactured shoe findings, had followed a one-price 
policy, granting no quantity discounts, until competition had neces- 
sitated price concessions to various large purchasers. When this 
situation arose, the company decided to adopt a scale of prices under 
which prices were comparatively less for large unit purchases than for 
small, and to offer this same scale of prices to all customers. 


(1922-1924) 


The Rickel Shoe Supplies Company manufactured several thou- 
sand items, which it classified in two main groups. One group 
included supplies, and had two subdivisions: machine supplies, 
which comprised articles such as brushes used on machines for 
the manufacture and repair of shoes; and findings such as eyelets, 
nails, and wire, which became a part of the shoes. The other 
group included tools such as hammers, dies, and cutters. The 
articles which the company manufactured were standardized; all 
shoe factories and repairers purchased tools and other findings of 
a similar nature. The company’s annual sales amounted to more 
than $1,000,000. Eighty per cent of the sales were of items in 
the supplies group and 20% were of tools. 

The sizes of individual orders which the company received, 
as well as the amounts of its annual sales to individual customers, 
showed wide variations. Prior to 1921 the company had quoted 
the same prices to all customers regardless of the quantities which 
they purchased. In that year, in order to meet competition, the 
company had made price concessions to various large purchasers. 
In 1922 the company considered the advisability of changing its 
price policy to allow for variations in prices on the basis of quan- 
tities purchased. 

The company made 80% of its sales to shoe manufacturers; 
15% to findings wholesalers for resale to shoe repairers; and 5% 
to producers of shoe manufacturing or repairing machinery. 
Most of the company’s sales to manufacturers of shoes and of 
shoe machinery were made directly, but most sales to the repair 
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trade were made indirectly through findings wholesalers. Shoe 
manufacturers, however, sometimes purchased from wholesalers 
in order to obtain better service than manufacturers offered, and 
the company also sold certain items directly to shoe repairers, 
although it encouraged these purchasers to buy from the findings 
wholesalers. Approximately 600 shoe manufacturers and 450 
findings wholesalers had accounts with the Rickel Shoe Supplies 
Company. 

The sizes of orders received from shoe manufacturers varied 
greatly, depending upon shoe styles, the season of the year, and 
prosperity in the shoe industry. Many large shoe manufacturers 
purchased their supplies in accordance with a daily production 
program. It was the company’s experience that the average 
annual purchases of a typical shoe manufacturer were about the 
same as those of a typical wholesaler, but that the largest annual 
purchases made by a shoe manufacturer were more than ro times 
the largest annual purchases made by a wholesaler. 

About 80% of the sales of findings wholesalers were of leather 
heels and rubber heels. As far as the company could ascertain, 
the wholesalers turned their stocks approximately 12 times per 
year, and their costs of doing business amounted to from 20% 
to 25% of their net sales. They carried from one to two months’ 
stock of the Rickel Shoe Supplies Company’s products. The indi- 
vidual orders which the company received from wholesalers 
ranged from $50 to $100; total annual purchases ranged from 
$200 to $3,000 per firm, with an average of $600. 

The Rickel Shoe Supplies Company maintained sales branches 
in 1o of the leading shoe manufacturing centers of the United 
States. In charge of each branch was a manager who was sub- 
ject to the control of the sales manager at the central office. A 
stock of findings and tools sufficient for from one to three months 
was warehoused at each branch. A perpetual inventory of the 
stock on hand at each branch was kept. The quantities to be 
kept in stock at each branch were determined by the central 
office on advice from the branch manager. Each branch billed 
all orders which it filled and sent duplicates of the bills to the 
central office, which made practically all collections. Control over 
extension of credit also was centralized, but branch managers 
were allowed to use their own discretion in emergencies. 
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Twenty-five branch salesmen called upon shoe manufacturers 
in their respective territories. Another group of six specialty 
salesmen from the central office called upon the large shoe manu- 
facturers throughout the country in order to assist in building 
up sales in backward territories and to deal with special sales 
problems. Five salesmen called upon findings wholesalers. 
Those salesmen traveled from three of the branches and had 
wider territories than did the salesmen who sold to shoe manu- 
facturers. The company had sold to findings wholesalers only 
since 1910. Competition for their business was severe, and in 
1922 the company had not yet obtained national distribution 
through wholesalers. Sales to manufacturers of shoe machinery 
were made by any of the salesmen who were conveniently located 
and experienced in making that type of sale. All the salesmen 
received salaries without commissions. The company emphasized 
service, and its salesmen were well received by customers. The 
company advertised in trade journals read by shoe manufacturers 
and findings wholesalers. The advertisements featured the com- 
pany’s name and directed attention to groups of related products 
rather than to individual items. 

The Rickel Shoe Supplies Company kept no record of its selling 
expenses by lines of products. It doubled the manufacturing 
cost of an item to arrive at the selling price, and found that a satis- 
factory profit usually was obtained by this method if the manu- 
facturing cost had been properly controlled. The company es- 
tablished a unit price for each product. The main units used were, 
single item, half dozen or dozen, gross, thousand, and pound. 
The unit selected was determined by convenience of measure, 
buying habits of customers, and convenience in packaging. 

Until 1921 the company had sold its products to all customers 
at a flat price per unit without regard to the number of units 
purchased. In order to continue to obtain orders from large 
manufacturers, however, the company had found that concessions 
in price were necessary and had given lower prices to about 20 
shoe manufacturers who purchased in large quantities. For 
example, the company sold a tool for which the customary unit 
price was $1 at a unit price of 95 cents to favored customers 
purchasing in lots of 100 or more. The company allowed its sales- 
men no discretion in altering prices to meet competition. Prices 
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were announced in circulars and catalogs distributed to customers 
and were subject to change without notice; the prices were 
changed on an average of once a month. The terms of payment 
were 2% cash discount for payment by the fifteenth of the month 
following the month of shipment, and net thereafter. Sales were 
made f.0.b. mill or f.0.b. branch warehouse. As far as possible, 
all reasonably large orders were shipped directly from the factory 
in order that branch stocks might be kept at a minimum. In 
order to be able to plan production accurately, the company en- 
couraged large purchasers to place their orders in advance. It 
made deliveries on those orders at fortnightly intervals, billing 
the customers at the prices in effect when the shipments were 
made. Ninety days in advance was the maximum period allowed 
for future orders. 

By 1922 the number of favored customers for whom excep- 
tions to the flat price quotations were made had increased, and 
the sales manager concluded that the flat price structure no 
longer met the requirements of the company’s customers. The 
flat prices had been established on a basis of purchases of an 
average customer during periods of normal business. Conse- 
quently, in 1922, the company experienced a disadvantage in 
competing for large orders, and prices were too low to allow the 
company a fair gross margin on the orders that were smaller than 
the average. The sales manager wanted a flexible yet simple 
price plan which would satisfy the requirements of every class 
of customer and enable the company to meet competition. He 
believed it essential that standardized policies be enforced in 
order to minimize operating expenses. 

There was no standardized price policy among the manufac- 
turers of shoe supplies. Several competitors of the Rickel Shoe 
Supplies Company did not have a one-price policy, but bargained 
for business and accepted whatever prices were necessary in 
order to obtain orders. Findings wholesalers also sold at varying 
prices; for example, edgecutters which the company sold to whole- 
salers at 50 cents each were resold at prices as varied as 60 and 
75 cents. 

The Rickel Shoe Supplies Company had kept no-statistics to 
show-the relative frequency of orders of different sizes. Exact 
data were not available on the packing, billing; or bookkeeping 
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expenses for the various sizes of orders, but the company always 
had considered estimates of such expenses in setting prices. If 
prices were to be graduated according to the sizes of orders, it 
would be necessary for the prices to be fixed by executives who 
were experienced in the sales activities of the company and who 
knew the prices which the company could obtain in competition 
with other manufacturers. Despite the lack of exact figures on 
the cost of handling orders of various sizes, it was evident that 
if the company could induce customers to place larger orders by 
offering graduated prices, it could plan its production schedule 
to correspond more advantageously to shipments. 

The company considered two general price plans. One of these 
plans provided for the establishment of list prices from which 
discounts would be granted, the size of a discount granted a 
customer depending upon the class in which that customer be- 
longed. The other plan provided that all customers should pay 
the same price for equivalent quantities. The company rejected 
the first plan on the grounds that the wholesalers could not be 
classified satisfactorily; their heterogeneous character and the 
wide fluctuations in the sizes of their purchases would cause con- 
tinual shifts in standing. The executives believed that a price 
plan was needed which automatically allowed for changes in prices 
in accordance with changes in buying practices of customers. 

The Rickel Shoe Supplies Company decided to base its prices 
to customers upon the sizes of their individual orders. To facili- 
tate computations, the price structure was based upon multiples 
of ro. Men experienced in pricing chose a sales unit for each 
product. Their choice was based upon the common measure used 
for the product, the sizes of packages necessary to meet the 
demands of customers, the satisfactoriness with which the unit 
could be placed upon the multiple of 10 basis, and competitive 
conditions. After the unit for a product was chosen, the cost of 
manufacturing that unit was doubled to give the unit selling price. 
The unit selling price then was multiplied by 10 to give the price 
per dozen units. The price for a gross of units was Io times that 
for a dozen units, and for a great gross of units ro times the price 
of a gross. For example, the half-pound was chosen as the sales 
unit for nails. Nails of a size which cost 1o cents per half-pound 
to manufacture were sold for 20 cents per half-pound, $2 for 6 
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pounds, $20 for 72 pounds, and $200 for 864 pounds. Whether 
the measure were number, gallons, or pounds, the prices for the 
various quantities always were set on a basis of 1, 12, or 144 
units. In order to give more flexibility to the price structure, 
the price per unit, per dozen, and per gross, called the direct 
shipment prices, were the only prices published. When the plan 
was decided upon, it was recognized that during the period when 
the plan was being introduced it might be necessary to depart 
from the prices per great gross. Exceptions to the general policy, 
however, were expected to be only temporary. The salesmen and 
branch managers were not to be allowed discretion in varying 
prices on large orders. The new price plan was intended to enable 
the company to quote prices on which it could compete for orders 
from all classes of customers. 

During its experience with the new price structure from 1922 
to 1924 the company encountered some difficulties, but was satis- 
fied with the results which it attributed to the new policy. Ina 
few instances the company’s prices had been out of line with 
the customary trade prices. In such cases the company arbitrarily 
had modified its prices to bring them in line with the customary 
prices. The smaller shoe manufacturers had not objected to pay- 
ing higher prices than were paid by the larger purchasers. Nu- 
merous instances like the following had occurred. Edgecutters, 
which prior to the change in price policy had been sold to the 
wholesalers for 50 cents each and resold by them for from 60 
to 75 cents, were placed upon the $5 per dozen or $50 per gross 
basis, with the result that wholesalers obtained their normal 
margin of profit. Prior to adopting the new plan, the company 
had had severe competition on one of its tools, which had sold 
at $35 per hundred, and its sales of that article had decreased. 
On the new basis the company sold tools of that type for 50 cents 
each, $5 per dozen, or $50 per gross. Within go days after the 
change the sales of that item had increased to the former volume. 

The new price plan assisted in the standardization of pack- 
ages. For instance, one item previously had been packed by 
the dozen and had been sold in various odd quantities up to two 
dozens. The sales unit chosen under the new plan was the half 
dozen, and that unit was made the standard package at an addi- 
tional cost of 2 cents per dozen. After the change most customers 


RICKEL SHOE SUPPLIES CO. 437 


purchased the item in standard packages. The savings in han- 
dling costs resulting from reduction in sales of broken packages 
more than offset the extra packing costs. The new plan allowed 
the company to stabilize prices; the number of monthly price 
changes was reduced one-half. 

The company had difficulty, however, in deciding upon satis- 
factory units in all instances, mainly because of the impossibility 
of ascertaining the quantities which customers would be most 
likely to order. On some items the prices set were not low 
enough to allow the company to obtain orders. When such an 
item came to the attention of the sales manager, he figured the 
manufacturing cost per gross of the item. To this he added 
about 15%, which approximated selling costs, and then set the 
selling price per gross at a point where competition could be met 
if costs permitted. The prices per dozen and per unit then were 
corrected accordingly. It was the company’s experience that 
most of the difficulties were developmental and eventually dis- 
appeared. 


ComMENTARY: The quantity discounts which were granted under 
the price plan adopted by this company amounted on dozen lots to 
1674% of the selling price computed at the rate for unit purchases, on 
gross lots to 302%, and on great gross lots to 42 1/ 10%. Inasmuch 
as the wholesalers’ average cost of doing business was estimated to be 
between 20% and 25% of net sales, a wholesaler who purchased in lots 
of one gross or more and resold at prices based on the manufacturer’s 
unit prices received a discount sufficient to cover his operating expenses 
and yield a net profit on the materials. When a wholesaler purchased 
in great gross lots he had a liberal margin on which to operate. Shoe 
manufacturers, whose purchases constituted 80% of the sales of the 
company, were offered substantial inducements, under this discount 
plan, to buy liberally from the Rickel Shoe Supplies Company. Those 
manufacturers who were able to purchase in great gross lots received 
fully as low prices as they could have hoped for under the practice of 
preferential treatment which previously was in effect. The company’s 
one-price plan, frankly stated, and open to all customers on the speci- 
fied terms, was far more meritorious than the practice of covertly 
granting preferential treatment to favored customers. 

The company’s margin above manufacturing cost under the price 
plan adopted amounted to 50% of the selling price on unit sales, 40% 
on sales in dozen lots, 28% on sales in gross lots, and 13.6% on sales 
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in great gross lots. Savings in manufacturing expense as well as in 
shipping and billing expense resulted from large orders as against small 
orders. Whether those savings were commensurate with the reduc- 
tions in the margin cannot be judged without evidence which the com- 
pany had not compiled. It does not seem probable, however, that on 
every item the expenses were so much lower on great gross lots, for 
example, as to warrant a reduction of the company’s margin to 13.6%. 
The rate at which expenses were reduced as the size of orders increased, 
furthermore, hardly could have been constant for all items. For ex- 
ample, one would not expect ordinarily that as great gain would re- 
sult from an increase in the size of an order for a standard product, 
such as nails, from a dozen packages to a great gross as would result 
from a similar increase in the size of an order for some tool. On a 
staple product for which the company already had a large volume of 
output, the reductions in unit costs which would result from an increase 
in volume were likely to be small. On another product, such as a tool 
sold infrequently and in small lots, an order for one great gross might 
readily permit a large reduction of the unit costs by yielding opportu- 
nities for more economical use of the manufacturing facilities. 

The company’s price plan could be easily understood and easily 
operated. Yet it was not the result of a comprehensive detailed analysis 
of the costs and other factors which ultimately govern the success of a 
quantity discount plan. The very simplicity of the plan was likely 
to occasion more and more exceptions to bring the quantity discounts 
into conformity with trade practice and to prevent losses on items 
on which the uniform scale of discounts yielded margins which were 
unprofitably narrow. 

Despite the fact that the plan was likely to be subjected to material 
modifications, however, it was clearly superior to a varying price policy. 
It also was distinctly preferable to the scheme of classifying customers 
by volume of purchases, with a separate rate of discount for each class. 
Such a classification scheme usually degenerates into varying price 
practice, with irregular, preferential treatment to customers who are 
persistent bargainers. That danger was avoided under the company’s 
plan. 


April, 1926 MoT: 


NorvaL Company! 
WHOLESALER—CANNED FRUIT 


Pricinc—Mark-downs in Anticipation of Market Decline. Convinced that 
a general reduction in the price of pineapple was imminent, the com- 
pany decreased the selling price of the three months’ supply of canned 
pineapple which was on hand and encouraged retailers to emphasize 
that item. The company disposed of its supply in less than five days. 


(1925) 


The Norval Company purchased 1,500 cases of pineapple in 
the latter part of September, 1924. Early in April, 1925, after 
it had sold 1,050 cases of this merchandise, the company learned 
that the general level of prices for the new crop was likely to be 
much lower than the current prices. It seemed, therefore, that a 
prompt reduction in the company’s price for pineapple might be 
advisable. 

The Norval Company had annual sales of about $2,250,000, an 
annual stock-turn of about 8 times, and an average net profit of 
about 3% after deduction of interest on owned capital. Sales- 
men called upon all the customers, most of whom were located 
within a radius of 25 miles, about once a week. The company 
had four private brands, under which it made from 40% to 50% 
of its sales. It always endeavored to obtain high-quality mer- 
chandise for sale under the private brands. The company pur- 
chased futures in canned goods and also sold futures to its cus- 
tomers. 

The company did not departmentize its merchandise, purchase, 
or inventory accounts, and made no attempt to allocate expenses 
to departments. It kept a stock record, by items, of the physical 
inventory of merchandise at the end of each week and of quanti- 
ties of merchandise ordered. The latter notation was made for 
each item at the nearest inventory date. The company kept no 
purchase record cards. On its various lines the company knew 
the average mark-ups; on canned goods the average gross margin 
was about 15% of net sales. 

When the company succeeded in obtaining merchandise at 
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unusually low prices, it customarily placed on such merchandise 
only the average mark-up for the line and, consequently, sold 
the specific lot at less than the general market price. An example 
of the company’s practice of seeking a rapid rate of stock-turn 
rather than a high percentage of gross margin was as follows. 
In March, 1925, the company was approached by a packer who 
had in stock 2,000 cases of a canned commodity of which he was 
anxious to dispose, as the stock represented merchandise left over 
from his canning season. He offered to sell the merchandise to 
the company at $1.20 per case, provided the company purchased 
the entire lot. In the fall of 1924, the company had purchased 
1,500 cases of the same product to be sold under the packer’s 
brand. The company had paid $1.20 a case for the product and 
had offered it for sale at prices ranging from $1.40 to $1.45 a 
case. The company still had goo cases of this article in stock. 
The merchandise offered by the packer in March, 1925, was su- 
perior in quality to the 900 cases of the same product which the 
company had in stock. Because of this superiority in quality, 
there normally would be a differential of 15 cents a case between 
the two grades. If that differential were to be maintained and 
prices on the stock previously purchased were not to be reduced, 
the lot offered in March, 1925, would have been sold by the 
wholesaler at prices ranging from $1.55 to $1.60 a case. These 
selling prices would have allowed the company a gross margin 
of about 25% of sales. The company also had the same product, 
of a quality slightly higher than that of the 2,000 cases, for sale 
under its private brand. The company was selling this private- 
brand merchandise at $1.65 a case. 

The company decided to purchase the 2,000 cases under the 
manufacturer’s brand, and immediately sold goo cases to a chain 
store company at $1.35 a case; the merchandise was shipped 
directly from the packer to the warehouse of the retail company. 
The company placed a price of $1.45 on the remaining 1,100 cases 
and sold them in 6 days, obtaining, therefore, an average gross 
margin on the 2,000 cases of less than 15% of sales. 

Some of the executives of the company had questioned the 
advisability of selling the merchandise at $1.45 a case, which 
meant a retail price of 15 cents a can, in view of the fact that 
the company was selling the same product of slightly higher qual- 
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ity under its private brand at $1.6 5 a case, which resulted in a 
retail price of 18 cents a can. These executives had thought 
that some housewives might decide that the difference in quality 
of the private brand did not justify its price. However, in the 6 
weeks following the sale of the 2,000 cases there had been no 
evidence that the company’s action had injured sales under its 
private brand. The president of the company believed that a 
housewife who had found the merchandise satisfactory at a price 
of 18 cents a can would hesitate to try a 15-cent grade. 

When retailers who had purchased merchandise from the com- 
pany at less than the market price requested more of that mer- 
chandise, the company explained that its offer had been a special 
one and that consequently no more of the article was in stock. 
The president found that this practice, instead of causing ill will 
on the part of the retailers, impressed them with the value of the 
special offers made by the company. 

Early in April, 1925, the president of the Norval Company 
learned that there was a possibility that the price of canned pine- 
apple would be reduced sharply with the opening of the new 
season in the early fall. Current rumors to that effect and the 
opinion of brokers whom he consulted convinced the president 
that a reduction was almost certain to take place. 

At the beginning of the 1924-1925 season, the company had 
purchased 1,500 cases of pineapple for its private brand at $2.50 
a case of 12 cans. The company had sold 1,050 cases in the 6 
months preceding April 1, 1925, at $3.15 a case. Retailers were 
selling this pineapple at 35 cents a can. 

Although no competitor had reduced prices on pineapple and 
the company did not know what new pineapple would cost, the 
company reduced the price of its pineapple to $2.85 a case, urging 
the salesmen to place special emphasis upon the item and instruct- 
ing them to sell not more than two or three cases to each retailer. 
It was the company’s policy to prevent overbuying by retailers. 
The company believed that few, if any, of its customers would 
be overstocked with pineapple. The salesmen instructed the 
grocers not to purchase the item unless they intended to reduce 
the price and to sell quickly the amount purchased. The com- 
pany advised retailers to display the merchandise prominently 
and to sell it at a price of 29 cents or 30 cents a can. The 
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company sold the 450 cases of pineapple which it had in stock in 
less than 5 days. 

The salesmen found only one retailer who had a comparatively 
large quantity of the Norval Company’s pineapple in stock. That 
retailer had purchased five cases of pineapple from the company 
shortly before the price reduction and still had four cases. The 
company told him that if he would purchase five cases more and 
offer the entire quantity to his customers at a special price of 29 
cents a can he could have the pineapple at a price of $1.75 a case. 

Within less than 2 weeks after it made the price reduction, the 
company was offered by a competing wholesaler 200 cases of 
pineapple at a price of $2.10 a case. This pineapple was of 
exactly the same quality as that sold by the Norval Company, 
the two wholesalers having purchased from the same canner and 
at the same price. The competitor had kept the pineapple in 
stock for about six months. Since the competitor had not placed 
a private brand on the cans, the Norval Company accepted the 
offer. 

The president of the Norval Company enumerated as follows 
some of the advantages which had resulted from the company’s 
action in anticipation of a general price reduction. The com- 
pany had sold 450 cases of the pineapple to retailers. When 
competitors reduced their prices the following week, they found 
that retailers had sufficient supplies. The sale of the 450 cases 
in 5 days had released capital which otherwise would not have 
been free for some time, and the reduction of inventory in the 
one line improved the stock-turn of the company as a whole. 
The company, moreover, by disposing of its stock of pineapple 
had placed itself in a position to accept any exceptionally good 
offer that was made. Retailers in actively soliciting orders for 
the item at the reduced price had advertised the company’s 
private brand; for one week the company’s brand had been 
pushed by retail grocers. The president was convinced that this 
had created a favorable impression in the minds of the customers 
which would be reflected in increased sales of other lines. 


CoMMENTARY: The company succeeded in selling several special lots 
of canned fruits by cutting its prices below the general market prices. 
Inasmuch as those ventures were successful, it is unnecessary to dis- 
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cuss the merits of the individual transactions. This case, however, 
opens up a highly interesting and significant question. That question 
is whether the demand for such merchandise as canned pineapple is so 
elastic that a relatively small reduction in price will rapidly stimulate 
sales.? 

The success of the wholesale grocery firm in effecting the rapid sale 
of pineapple and other canned goods by reducing prices may have been 
caused by the elasticity of the demand for such merchandise or it may 
have been the result of the failure of the retailers to foresee the market 
decline. If the retailers to whom the merchandise was offered expected 
the market price to remain stable, they naturally would grasp the op- 
portunity to purchase merchandise at bargain prices. Another possible 
explanation is that the company took the initiative in a highly com- 
petitive field and thereby disposed of its merchandise expeditiously, 
while if other wholesalers had reduced prices simultaneously, other 
results might have been experienced by the Norval Company. 

No final conclusion regarding the policy of price reduction can be 
drawn from this case. When numerous other cases are available to 
furnish evidence on the same point, this record of experience will prove 
valuable. A broad compilation of such experiences would reduce the 
amount of guesswork now resorted to in pricing merchandise of varying 
seasonal supply and would indicate how far success of such a policy 
as that followed by the Norval Company is the result of underlying 
economic factors and how far it reflects general ignorance of customers 
and competitors or their lack of judgment in foreseeing changes i in mar- 
ket prices.° 


November, 1925 M1, 


* For a discussion of elasticity of demand in another industry, see commentary 
on the case of the California Fruit Growers’ Exchange, page 132. 





3 Some additional information as to the practice of wholesale grocery companies 
in reducing prices to stimulate sales or move inactive stocks is contained in the 
case of the Covelle Company, page 229. See also the cases of the Pillimer Com- 
pany, and the Harcourt Company, Bureau of Business Research, Harvard Uni- 
versity, Bulletin No. 55, Cases on Merchandise Control in the Wholesale Grocery 
Business, pp. 31 and 151, 


Tutsa Cotton MANUFACTURING Company! 
MANUFACTURER—COTTON GREY GOODS 


Pricinc—Determination of Prices on Basis of Estimated Future Costs. 
In April, 1924, current market prices for cotton grey goods such as 
the company manufactured were too low to meet the company’s cost 
of production at the prices that it had paid for the raw cotton which 
it had on hand. The company’s cost of production on the basis of 
October cotton futures was above the current market prices, although 
below the actual cost. The company decided to hold the output of its 
mill for prices based on the future cost of cotton as indicated by 
October futures quotations. 


Output Controt—Continuance of Production in Anticipation of an In- 
crease in Price. The current market prices for cotton grey goods such 
as the company manufactured were less than the company’s cost of 
production. Since cotton futures and other indications led it to an- 
ticipate increases in the prices of cotton cloth, the company decided 
to continue to manufacture and to hold the stocks of finished goods 
for higher prices. 

(1924) 

In April, 1924, the mill of the Tulsa Cotton Manufacturing 
Company was operating on a day and night shift and was em- 
ploying approximately 850 workmen. The company had no 
stocks of cloth on hand and had practically no unfilled orders. 
It did have on hand, however, sufficient raw cotton to meet manu- 
facturing requirements through the second week of July, 1924, 
at the current rate of production. The company had purchased 
the cotton during the autumn of 1923 and the winter of 1923 and 
1924 at an average price, the treasurer estimated, of 3114 cents 
a pound. The current market prices for staple grey goods such 
as the company manufactured were insufficient to cover the com- 
pany’s costs of production, with raw cotton costing 31% cents a 
pound. If the company sold its output of staple grey sheeting 
currently, for example, it could obtain a price of 1334 cents a 
yard, while the actual cost of production was 16% cents a 
yard. On the basis of October cotton futures quotations, the cost 
of the sheeting would be 143% cents a yard. The executives of 
the company thought that it might be advisable to hold the mill’s 


1 Fictitious name. 
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output of sheeting for that price or for a higher price, rather than 
to undertake to sell as much as possible at the current price. 
Whatever policy the company followed for this sheeting, it also 
would follow for the other cloth which it manufactured. 

The Tulsa Cotton Manufacturing Company was located in 
Alabama and in 1923 produced approximately 8, 300,000 yards of 
grey cloth. Twenty-eight per cent of this output was of staple 
grey sheeting 36-inch, 48 by 48, 3.00; this sheeting was 36 
inches wide and 3 yards of it weighed 1 pound. Raw cotton 
constituted more than two-thirds of the total cost of this cloth. 
The net waste of raw cotton in the production of the sheeting 
amounted to 12% of the cost of the cotton content. Total costs 
for labor, overhead, interest, and depreciation averaged 11 cents 
a pound of cloth. The executives were of the opinion that the 
manufacturing costs of the company’s mill probably were less 
for this cloth than were those of any competing mill. The com- 
pany sold through a selling agent, and that agent’s commission 
was 4% of selling price. 

Grey sheeting was a staple product in the cotton industry and 
was manufactured by many American cotton mills. The Tulsa 
Cotton Manufacturing Company sold approximately 50% of its 
output of grey sheeting for export to the Orient, where the sheet- 
ing was used for making tunics and robes. The company’s 
domestic sales of the cloth were made chiefly to manufacturers of 
bags for flour and wheat. The looms used for the sheeting also 
could be used for the manufacture of automobile cloth, 

Ordinarily, mills producing cotton cloth did not regulate their 
purchases of raw cotton by known manufacturing requirements. 
Instead, they purchased at irregular intervals, in an attempt to 
secure supplies of raw cotton when prices were especially ad- 
vantageous. It often was necessary, however, for the mills to 
purchase in the early autumn when the new crop came on the 
market, in order to insure a supply of raw cotton of the grade 
and quality needed. Furthermore, the mills attempted either to 
hold their product or to sell it for future delivery, according to 
the expected trends of prices for cloth. 

Exhibit 4 shows the relation of sheeting prices and costs from 
November, 1920, to March, 1924. The broken line shows the 
price per pound on Monday of each week during that period for 
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EXHIBIT 1 


Corton PurcHAsEs oF TULSA COTTON MANUFACTURING COMPANY 
AND AVERAGE PRICES BY WEEKS, JANUARY I, 1923, 
To MARCH 31, 1924 





—= 








1923 Pounds Average Price per Pound 
Week of Purchased for the Week 
eee eS eee 
January I 50,000 26.42 cents 
January 8 100,000 27.10 
January 15 370,000 28.3689 
January 22 200,000 28.25 
February 26 1,350,000 30.6972 
March 5 100,000 SEE 7 
May 7 200,000 25.045 
May 14 50,000 25.57 
July 23 150,000 21.875 
July 30 200,000 21.47 
September 10 550,000 26.8464 
September 17 250,000 28.85 
September 24 850,000 28.30 
October I 262,500 27.7095 
October 22 400,000 30.3625 
October 29 875,000 30.5221 
November 5 875,500 32.5477 
November 12 435,000 33.1865 
November 19 500,000 72.10 
November 26 420,000 34.2845 
December 3 200,000 34.44 
December 10 12,500 32.20 
December 17 10,500 34.00 
1924 
January 24 62,500 32.75 
February 15 260,000 30.887 
February 27 250,000 29.43 
March I 152,000 28.27 
March 15 2,000 31.00 
March 31 1,500 26.125 


ee es a ae 


spot cotton, according to the New York market quotation, after 
allowance for net waste in manufacture. The dotted line repre- 
sents the cost at the mill of 36-inch, 48 by 48, 3.00 sheetings. 
That line was constructed by the addition of the manufacturing 
cost per yard to the raw cotton cost per yard as shown in the 
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EXHIBIT 2 
ORDERS TAKEN BY TULSA COTTON MANUFACTURING COMPANY FOR 


36-INCH STAPLE GREY SHEETING, IN PoUNDS oF Raw 
CoTTON EQUIVALENT, TOTALED BY MOoNTHs, 
NOVEMBER, 1920, TO APRIL, 1924 





Month 


1920 


November 
December 


1921 


January 
February 
March 
April 
May 
June 
July 
August 
September 
October 

. November 
December 


1922 


January 
February 
March 
April 

May 

June 

July 
August 
September 
October 
November 
December 


Orders Taken for Cloth 
Expressed in Pounds 
of Raw Cotton Equivalent* 


20,784 
65,488 


38,039 
85,884 
8,626 
277;049 
133,725 
116,865 
84,708 
543,528 
19,218 
113,725 
8,282 
20,786 


9,805 
2275449 
119,607 

20,001 
145,098 
775257 

31530 

169,411 

16,103 
838,431 
141,962 
231,828 


Month 


1923 


January 
February 
March 
April 

May 

June 

July 
August 
September 
October 
November 
December 


1924 


February 
April 


Orders Taken for Cloth 
Expressed in Pounds 
of Raw Cotton Equivalent* 


181,961 
46,009 
271,373 
55,196 
36,078 
88,234 
78,822 
312,553 
748,238 
39,607 
214,508 
6,078 


117,000 
155,510 








*Allowance was made for waste of raw cotton in manufacturing, amounting to 12% of the cost 
of the cotton entering into the cloth, or to 15% of the weight of the cloth. 
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EXHIBIT 3 


Raw Corron Imports, Exports, MILL AND WAREHOUSE STOCKS, 
AND WoRLD VISIBLE SUPPLY, SEPTEMBER, 
1921, TO APRIL, 1924* 





Stocks ENp oF MONTH 





visible 
Imports Exports a a a aa aaa isible 
pionth (Bales) t (Bales) { Mills Warehouses | Supplyt 
(Bales) t (Bales) ¢ (Bales) 
1921 
September........ 6,362 532,839 | 1,118,045 | 4,312,135 | 3,944,690 
Octobersaane seca 31,269 874,510 1,398,138 | 4,984,831 | 4,519,489 
November........ 51,440 648,695 | 1,655,359 | 5,292,941 | 4,622,596 
December........ 61,006 639,825 1,738,138 | 5,206,663 | 4,617,751 
1922 
Jianwatyieecere irre 42,093 475,910 | 1,668,668 | 4,621,708 | 4,322,285 
February......... 54,761 338,440 | 1,595,242 | 4,214,862 | 3,890,580 
March’. .....-... 59,957 461,484 | 1,557,023 | 3,752,258 | 3,592,532 
(Aprilvem rsa as siete 15,115 598,209 | 1,461,340 | 3,213,483 | 3,398,909 
Mayen ce octraor: 14,320 469,397 | 1,420,428 | 2,559,451 | 3,000,680 
JUN Ota. ee ona. rons 12,662 491,079 | 1,330,903 | 1,953,478 | 2,567,689 


Jilly 4 eters ees as i 8,587 373,242 | 1,218,388 | 1,488,165 | 2,839,888 


IATISUStereee rere 14,678 273,308 1,024,874 | 1,530,141 | 1,597,056 
September 5,012§ | 368,390 | 1,065,816 | 3,217,939 | 2,228,591 
Octoberse.....- 1. 26,816 798,664 | 1,381,945 | 4,287,119 | 3,637,150 
November........ 49,551 | 858,337 | 1,724,488 | 4,197,955 | 3,876,414 
December........ 68,547 607,853 | 1,917,231 | 4,069,470 | 3,811,650 
1923 
Januaryoos anes: 105,215 473,436 | 1,988,115 | 3,485,952 | 3,359,121 
February.........| 66,329 359,657 | 2,020,900 | 2,803,306 | 2,733,781 


Mianclimeenn irene 53,219 318,210 | 2,033,837 | 2,379,697 | 2,335,063 


April Ste ore aol eco a7 270 262,753 | 1,878,198 | 1,965,714 | 1,812,705 
IMayercae cs tcen es 23,593 160,368 | 1,634,167 | 1,580,219 | 1,432,114 
UNGRae a eae ae 13,367 214,851 | 1,347,468 | 1,227,184 | 1,108,674 
Wulygereen eens este 6,356 171,469 | 1,093,618 938,903 865,392 
INOPAUS 85 6 ogan ca oat 3,420 244,415 806,671 | 1,179,204 913,949 
September........ 6,608 689,435 773,173 | 2,147,830 | 1,597,605 
Octoberanenceece: 7,615 781,722 | 1,102,583 | 3,485,839 | 2,784,991 
November........ 16,564 770,002 1,438,813 | 3,770,542 | 3,226,125 
December........ 35,001 845,581 1,623,453 | 3,526,164 | 3,404,786 
1924 
January..........| 47,693 546,853 | 1,637,824 | 2,963,983 | 4,477,084 


February......... 48,602 482,146 | 1,583,439 | 2,497,075 | 4,584,208 
49,833 332,168 | 1,503,852 | 2,000,552 | 4,127,222 
40,435 320,774 | 1,329,901 | 1,510,619 | 3,520,382 





*Information taken from Survey of Current Business, United States Department of Commerce, 
Washington, No. 30, February, 1924, p. 61, and No. 48, August, 1925, p. 36. 

+These figures represent world visible supply of American cotton. 

tAll bales are running bales counting round as half-bales, except for imports, which are given 
in equivalent 500-pound bales. 


§Covers first 21 days only, during which period the old tariff law was in effect; remaining 9 
days included with October. 
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broken line. The solid line indicates the selling prices of this 
sheeting at the mill on the same dates, after deduction of the 
selling agent’s commission of 4%. These curves illustrate what 
would have been the relation between the costs and selling prices 
of the sheeting if the prices of the cotton used in the manufacture 
of the sheeting had been the same as the prices prevailing at the 
time the sales were made. 

The monthly production of the Tulsa Cotton Manufacturing 
Company had been nearly constant from 1921 to 1924. Exhibit 
1 shows the company’s purchases of raw cotton in pounds, totaled 
weekly, from January, 1923, to March, 1924, and the price per 
pound, averaged for each week during that time. With 1914 
prices as 100, prices of raw cotton in the autumn of 1923 and the 
winter of 1923 and 1924, ranged from 224 in September, 1923, to 
278 in January, 1924, while on the same basis prices of grey 
goods in those months were 207 and 228 respectively. From 
January, 1920, until January, 1923, prices of grey goods had 
advanced more rapidly than had prices of raw cotton. After that 
time, however, prices of cotton were relatively lower than prices 
of grey goods.? Exhibit 2 shows the orders which the Tulsa Cot- 
ton Manufacturing Company took for the 36-inch staple grey 
sheeting, totaled by months and expressed in terms of the raw 
cotton equivalent, during the period from November, 1920, to 
April, 1924. 

Exhibit 3 shows raw cotton imports, exports, mill and ware- 
house stocks, and world visible supply, by months from Septem- 
ber, 1921, to April, 1924. 

One suggestion made in April, 1924, was that the Tulsa Cotton 
Manufacturing Company should operate only part time until 
prices of grey goods had increased. The executives estimated 
that as long as the mill was operated at least four days a week 
the working force could be held together. The company was 
financially able to carry stocks of cloth. The executives were 
convinced that raw cotton prices were not likely to fall below the 
October futures quotation, which was 24 cents a pound. They 
believed, furthermore, that prices of grey goods had anticipated 
the decrease which would occur in the price of raw cotton after 





2See Textile World, April 11, 1925, for index numbers of raw cotton, cotton 
yarns, and cotton grey goods, January, 1920, to October, 1924. 
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the new crop was placed on the market. The executives decided, 
therefore, to manufacture for stock and to hold the goods until 
they could be sold approximately at cost computed on the basis 
of October cotton futures. For the staple grey sheeting this would 
mean a price of 1434 cents a yard. 


CoMMENTARY: The question raised in this case is typical of those 
which continually confront companies manufacturing staple cotton fab- 
rics, as well as manufacturers in numerous other industries: shall we 
accept orders at current prices, or shall we manufacture goods for stock 
and hold them for higher prices? 

In this particular instance loss was inevitable. The raw cotton on 
‘hand had been bought at prices substantially above the spot prices in 
April, 1924, and also above the prices for October futures at that date. 
The company had misjudged the market earlier in the crop year. In 
April, 1924, there was no reason for believing that sheeting prices would 
rise in the near future to 16% cents a yard, the price that it would 
have been necessary for the company to obtain if it were to avoid loss 
on the stock of raw cotton on hard. This conclusion restricted the 
question to a choice between accepting orders for immediate delivery at 
1334 cents a yard, the current market price, and delaying acceptance 
of orders until sheeting prices reached 143% cents a yard, the cost on 
the basis of October futures, or until some event occurred which showed 
clearly what prices were to be obtainable during the next three months. 

From the production standpoint the task was to plan operations on 
a schedule which would enable the company to retain its employees. 
This could be done by running the mill part time. Whether the com- 
pany manufactured for stock or for immediate delivery, its costs would 
be about the same. The raw material already was on hand, and the 
carrying charges to be borne would not be greatly higher for cotton 
manufactured into cloth than for cotton in bales. No changes in manu- 
facturing costs were anticipated. Hence it was advisable to operate the 
mill on a schedule of four days a week. 

At the time when this question arose, the cloth market was weak 
and the general business outlook spotty. Nevertheless, there were no 
large stocks of cloth held by this mill or by other mills making similar 
goods, and the prices of cloth were below the future market price indi- 
cated by October futures for raw cotton. This fact suggested a tend- 
ency for prices to strengthen rather than to weaken. The data given in 
the accompanying tables and chart show that sheeting prices had been 
below the cost of production for almost a year. That circumstance 
did not encourage hopes of obtaining normal profits in the near future. 
It was not a reason, however, for selling at the current prices. Inas- 
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much as sheeting prices seemed unlikely to go to a lower point within 
a few months, as far as could be judged from the information at hand, 
the company properly decided to manufacture for stock with the in- 
tention of accepting orders at a price governed by the anticipated future 
price of raw cotton, or at least at a price higher than the market price 
in April, 1924. The chief risk which the company incurred was the 
possible loss of carrying charges, and the possibilities of an improve- 
ment in the cloth market were great enough to warrant running that 
risk. 

This case affords another illustration of the uncertainty which attends 
the quoting of prices in many industries. 


May, 1926 M. T. C. 


GERARD GINGER ALE ComPpANy?! 
MANUFACTURER—GINGER ALE 


Pricinc—Determination of Price for New Product. The company, which 
undertook to sell a full line of ginger ales and other soft drinks, 
manufacturing some and acting as manufacturers’ exclusive agent for 
others, decided to manufacture and market a new ginger ale. The 
company decided that the new product should be sold at retail at a 
price sufficient to yield a satisfactory net profit, but less than the prices 
of competing products of corresponding quality. 


(1925-1926) 


The Gerard Ginger Ale Company endeavored to sell a wide 
enough variety of ginger ales and other soft drinks to meet what- 
ever demands might be made upon it, both as to type of product 
and as to price. Because of an apparently growing popularity of 
pale dry ginger ale, the company in the spring of 1925 planned 
to manufacture and market in New England a pale dry ginger 
ale to be known as Gerard Pale Dry. This product was expected 
to be equal in quality to the leading brands of dry ginger ale on 
the market and was to be attractively put up in green bottles 
with gold-colored foil around their tops. The executives of the 
company wished to set the price of the new ginger ale at a level 
that would mark it as a product of high quality and that at the 
same time would stimulate sales. 

The plant of the Gerard Ginger Ale Company, located in Wor- 
cester, Massachusetts, had a maximum daily capacity of 675 
cases of 24 16-ounce bottles each. The average output was 600 
cases per day. The company’s manufacturing peak came in the 
summer months, although the executives discerned a growing 
tendency toward a uniform demand throughout the year. The 
executives estimated that 40% of the company’s sales were made 
in Worcester and that 60% were made in other parts of New 
England. The company sold to wholesalers, retailers, and in 
some instances directly to consumers. Its products were on sale 
at grocery stores, restaurants, hotels, country clubs, drug stores, 
and confectionery stores. 

In 1925 the company was manufacturing three brands of 


1 Fictitious name. 
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ginger ale and a group of other soft drinks, in a variety of flavors, 
known as First-class Beverages. In addition to the items which 
it manufactured, the company sold, as manufacturer’s exclusive 
agent for a section of the state, Everst ginger ale, a well-known 
brand, and several other widely advertised soft drinks. Sales of 
these manufacturers’ brands constituted a substantial portion of 
the company’s total sales. None of the ginger ales which the 
company sold was pale. One, manufactured by the company 
and known as Gerard Super Dry, was stated to be equal in 
quality to the best ginger ales on the market. The other ginger 
ales which the company manufactured, Elite and Green Moun- 
tain, were of average quality. The new ginger ale would be of 
the same quality as Gerard Super Dry but would be pale instead 
of dark, and the bottles would be more attractive in appearance, 
since the bottles used for Gerard Super Dry were uncolored and 
were not decorated with foil. 

Exhibit 1 shows the selling prices for Elite ginger ale, Gerard 
Super Dry ginger ale, and Everst ginger ale. The retail selling 
prices given in the table were those suggested by the company 
and were the lowest prices at which the items ordinarily were 
sold. The prices charged for ginger ale by various types of re- 
tailers were not uniform. Grocery stores generally sold at the 
prices suggested by the company. Soda fountains and confec- 


EXHIBIT 1 


PRICES TO WHOLESALERS, RETAILERS, AND CONSUMERS, FOR ELITE 
GINGER ALE, GERARD SUPER Dry GINGER ALE, 
AND EVERST GINGER ALE 








Size of Number of Price to Price to Retail Selling 
Brand Bottle Bottles Wholesaler Retailer Price 
(Ounces) per case per case* per case* per bottlef 
Elitey eee 8 24 $1.05 $1.25 $.05 
16 24 1.50 1.90 10 
28 12 1.75 20 15 
Gerard Super 
DV a eee 8 48 3.40 4.00 .10 
16 24 2.25 2.75 15 
Byerstias 7 * 16 50 6.55 705 .20 


*Inclusive of rebates for bottles and case. 
tExclusive of rebates for bottles. 
{The Gerard Ginger Ale Company acted as manufacturer's agent for Everst ginger ale. 
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tionery stores sometimes charged an advance of 5 cents a bottle, 
while clubs, hotels, and restaurants frequently charged an ad- 
vance of 10 cents or more a bottle. 

The company allowed wholesalers a rebate of 50 cents per case 
for the return of bottles and cases, except for a case of Gerard 
Super Dry 8-ounce bottles, a case of Elite 28-ounce bottles, or a 
case of Everst 16-ounce bottles, for which the rebate was $1. 
The wholesalers allowed similar rebates to their customers. The 
wholesale cost and selling prices given in Exhibit 1 included the 
charges for bottles, since it was customary to bill the gross 
amount. The retail selling prices, however, did not include re- 
tailers’ charges for bottles. There was no uniform policy among 
retailers regarding the amount of deposit required for a bottle. 
At soda fountains, for instance, the selling price usually was the 
net amount, because the bottles seldom were taken from the 
stores. Many retailers made extra charges of 2 cents a bottle 
for the 16-ounce Elite brand, 5 cents for the 28-ounce Elite 
brand, and 2 cents for the 16-ounce Gerard Super Dry brand. 
Those extra charges were rebated when bottles were returned. 
The company estimated that on about 7 5% of its sales the 
bottles and cases were returned for rebates. 

Gerard Pale Dry ginger ale was to be sold in 12-ounce bottles 
in cases of 24 bottles each and in cases of 50 bottles each. One 
of the most widely advertised brands of pale dry ginger ale on 
the market was sold in 6-ounce bottles, called splits, as well as 
in 12-ounce bottles. The Gerard Ginger Ale Company contem- 
plated selling Gerard Pale Dry eventually in 8-ounce bottles and 
also in 28-ounce bottles, but the initial marketing plans were con- 
fined to the sale of 12-ounce bottles. The company’s estimate 
of the manufacturing and selling costs of Gerard Pale Dry ginger 
ale is given in Exhibit 2. 

The total manufacturing and selling costs of a case of 24 16- 
ounce bottles of the company’s First-class Beverages exclusive 
of costs for bottles and case was 62 cents. The selling price to 
wholesalers exclusive of rebates for bottles and case was g2 cents, 
thus allowing the company a margin of 30 cents a case, or 3 3970 
of net selling price. For a case of 50 16-ounce bottles of Everst 
ginger ale the company paid the manufacturer $4.89 exclusive of 
rebates for bottles and cases. The company sold this ginger ale 
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EXHIBIT 2 


ESTIMATED MANUFACTURING AND SELLING COSTS OF 
GERARD PALE Dry GINGER ALE 








Cost per 


Case of 50 
12-Ounce 
Bottles 
Contents, including labor, and caps and labels. ..... $1.20 
Ce eee eT ares A ene Rr meen tee mates cee .385* 
DOLCICO Me rr ae Merce cist na mee ee re ee id die .84* 
Bole wrappersve moc eae an ae aslo eek Ey 
Paper sneeisusediin packing. voke Owe sae as. O15 
CFG CEOs ee ae et ee are re a eee nee be SRL fe 10 
PEA DOL ATT Pale RIN on Mee Rt tks Beare crc ah Oe .10 
maverusing andiselling yt 4a5 ete sss oe ee sons 1.19 
Otal¥ GOS tee eee ee ee ee cee 5. ee eed $4.00 





ee costs for bottles and cases were the average costs allowing for reuse of those returned for 
rebates. 


to wholesalers for $5.55 a case exclusive of rebates, thus taking 
_a margin of 66 cents a case, or about 12% of the net selling price. 

One of the most widely sold brands of dry ginger ale in the 
eastern section of the United States ordinarily was priced to con- 
sumers at 20 cents per 12-ounce bottle. The cost of that brand 
to retailers varied because freight was charged from the factory, 
which was located in New York State. That brand was sold 
through manufacturer’s agents in metropolitan districts, and in 
Boston the delivered cost to retailers was $8.50 per case of 50 
bottles. The brand was advertised widely. The retail price of 
20 cents was stated in the advertisements and was not cut by 
retailers. 

The Gerard Ginger Ale Company intended to sell Gerard Pale 
Dry ginger ale through the same channels that it used for the 
other products which it sold. The executives were of the opinion 
that wholesalers should be allowed a gross margin of from 10% 
to 15% on their selling price and that retailers should be allowed 
a margin of from 3314% to 45% on the selling price. A large 
margin of profit for retailers could be expected to insure their 
cooperation in the introduction of the new product. 

The company planned to advertise the new ginger ale exten- 
sively in New England newspapers. The amount to be spent de- 
pended largely upon the gross margin secured. The executives 
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were informed that a company which produced one of the lead- 
ing brands of domestic ginger ale spent 10 cents a case per year 
in national advertising and realized a net profit of about 15 
cents a case. The sales volume of that company was believed to 
be in excess of 2,000,000 cases a year. 

The Gerard Ginger Ale Company for several years prior to 
1921 had advertised its products intensively in newspapers and 
by means of billboards. Sales had declined, however, and the 
company had discontinued its advertising for the most part. Its 
name appeared in the local advertisements of the manufacturers 
whose brands it carried and, since all its own products bore its 
name, those products served to advertise each other. 

It was the opinion of the executives that the company could 
compete successfully with the leading brands of pale dry ginger 
ale in New England by allowing retailers a larger gross margin 
than was allowed them on those brands. The retailers’ gross 
margin on one of the foremost brands varied from 157% to 20%, 
depending upon the distance that the merchandise was shipped, 
since retailers paid the freight charges. Retailers found it ad- 
visable to carry that brand, because of the demand which had 
been stimulated for it by the manufacturer’s advertising. 

In 1925 the president of the Gerard Ginger Ale Company 
believed that Gerard Pale Dry ginger ale could be sold at a 
retail price of more than 20 cents per bottle. Dry ginger ale was 
sold to consumers with high purchasing power and, in the presi- 
dent’s opinion at that time, price was not a controlling factor in 
its purchase. A well-established brand of imported dry ginger 
ale sold at retail for 35 cents per bottle. Although the market 
for high-priced ginger ale was restricted, the executives believed 
that the demand for pale dry ginger ale was increasing. 

Arrangements were not completed for the manufacture and 
marketing of Gerard Pale Dry ginger ale until late in the sum- 
mer of 1925, when the sales peak for soft drinks already was 
past. The company decided, therefore, to delay the introduction 
of the new product until the next spring. 

Gerard Pale Dry ginger ale was introduced in February, 1926. 
Two months later the company had sold 350 cases of 50 bottles 
each and 125 cases of 24 bottles each. About 70% of those sales 
were made in Worcester. In May, 1926, three of the company’s 
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salesmen were calling upon wholesalers and large retailers in 
several of the New England states. Those salesmen solicited 
orders for all the company’s products but emphasized _ particu- 
larly Gerard Pale Dry ginger ale. The first Sunday after the 
product was placed on the market the company inserted a full- 
page advertisement in the rotogravure section of a local news- 
paper. Each Sunday thereafter the company inserted a quarter- 
page advertisement of the new product in that section of the 
newspaper. The company also advertised in local theater pro- 
grams. The advertisements stressed the high quality of the 
product and referred to it as supplementing Gerard Super Dry 
ginger ale. The advertisements made no reference to price. 

The prices which the company finally decided upon for Gerard 
Pale Dry ginger ale were as follows: 


EXHIBIT 3 
SELLING PRICES OF GERARD PALE Dry GINGER ALE 








Case of 50 Case of 24 





12-Ounce 12-Ounce 

Bottles* Bottles} 
Price to Wholesaler $5.00 $2.40 
Price to Retailer 6.00 2.85 
Price to Consumer 8.50 3.25 





*A rebate of $1 was allowed for the return of bottles and case. 
TA rebate of 36 cents was allowed for the return of bottles and case. 


The company’s actual costs for Gerard Pale Dry ginger ale 
were the same as the estimated costs shown in Exhibit 2 except 
that the cost of bottles was gr cents instead of 84 cents. The 
usual net selling price of the beverage to consumers was 15 cents 
a bottle, although in some instances the price was much higher. 
The prices decided upon yielded the company a gross margin, 
computed on a basis of total costs other than those for bottles 
and cases, of 30.6% of selling price exclusive of charges for 
bottles and cases. The wholesaler’s gross margin, also computed 
on costs and selling price exclusive of charges for bottles and 
cases, was 20%. The retailers’ gross margin, on the same basis, 
Was 33.3%. 

In the six months prior to February, 1926, when the new 
product was placed on the market, the executives of the company 
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had come to the conclusion that with increasing competition 
price was becoming a more important factor in the sale of high- 
grade ginger ale. They deemed it advisable, therefore, to sell 
Gerard Pale Dry ginger ale at a price lower than the prices of 
widely advertised competing brands. They were satisfied with 
the sales of the first few months and expected later to put the 
new product up in 6%4-ounce bottles as well as in 12-ounce 
bottles. 


ComMMENTARY: The determination of the normal retail selling price 
as the starting point from which to compute wholesalers’ and manu- 
facturer’s selling prices was the basic problem in this case. At a retail 
selling price of 15 cents a bottle fair gross margins to retailers and 
wholesalers and to the company itself could be obtained. At a retail 
selling price of 20 cents a bottle or at a higher price, more liberal mar- 
gins could have been allowed to wholesalers and retailers and the com- 
pany could have secured a greater profit per bottle. The rate of profit 
per bottle was by no means the only consideration, however, for it was 
necessary to take into account the probable effects of the different 
prices on the volume of sales in the immediate future and also over a 
longer period of time. 

A retail price of 20 cents a bottle would have made it practical for 
the company to allow a wider gross margin to retailers. On the other 
kinds of ginger ale manufactured by the company the gross margin to 
retailers ranged from 3714% to 4174% of the retail selling prices. On 
the scale of prices adopted by the company, when the retailers sold 
Gerard Pale Dry ginger ale at 15 cents a bottle, the retailers’ gross 
margin was 3314%. Yet, inasmuch as the company’s products already 
were well known to retailers and pale dry ginger ale was in demand, 
there was no special risk to the retailers in taking on the new product, 
nor did the company apparently expect the retailers to put forth special 
effort to sell the product. By furnishing the retailers with a brand of 
pale dry ginger ale which could be sold at a price lower than the prices 
placed on competing brands, the company made it possible for retailers 
who sold Gerard Pale Dry to enjoy a competitive price advantage. As 
far as the retailers’ gross margin was concerned, therefore, the 15-cent 
price was practical. 

If the normal retail price for Gerard Pale Dry had been placed at 
20 cents a bottle, it would have been on a par with the price for one 
of the successful brands of pale dry ginger ale. The executives of the 
Gerard Ginger Ale Company apparently were of the opinion that the 
initial success of other companies in selling pale dry ginger ale at sub- 
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stantially higher prices than were charged for other kinds of ginger 
ale had resulted not only from the intrinsic qualities of that beverage 
but also from its novelty and from the luxury distinction which well-to- 
do consumers enjoyed in purchasing a high-priced beverage. As the 
novelty wore off and the beverage became more commonplace, the sale 
of pale dry ginger ale at a substantial differential above the prices for 
other beverages would become more and more difficult. This was a 
particularly strong reason for placing the retail price of Gerard Pale 
Dry at 15 cents rather than at 20 cents a bottle. The company could 
gain some strategic advantage by taking the lead in this competition. 

In selecting the price for Gerard Pale Dry it also was necessary to 
give consideration to the relation of that beverage to other beverages 
manufactured by the company. The new product was added to com- 
plete the company’s line, not to supplant other beverages. The retail 
price of 15 cents a bottle was in conformity with the general level of 
the prices at which the other beverages manufactured by the com- 
pany were sold. Thus the same merchandising methods could be used 
for the new product as for the remainder of the line, a highly desirable 
condition. In so far as the 15-cent price on Gerard Pale Dry helped 
to render pale dry ginger ale more commonplace, furthermore, it would 
tend to weaken the competition of other brands of pale dry ginger ale 
with the Gerard Ginger Ale Company’s general line of beverages. 

The selection of 15 cents a bottle as the normal retail selling price, 
therefore, was in accordance with the general merchandising plans of 
the company. 


May, 1926 Marit: 


Fox Mitts! 
MANUFACTURER—UNDERWEAR 


Pricinc—Adjustment of Prices to Variations in Costs. The company 
produced numerous styles of underwear in a variety of sizes and 
finishes. Costs varied between sizes and finishes, but with few excep- 
tions the company placed the same selling price on all sizes and finishes 
of each style. A proposal was made to adjust prices to conform to 
differences in costs. 

(1922) 

In 1922 it was proposed that the Fox Mills, which manufac- 
tured underwear, should discontinue using an average figure in 
pricing various sizes and finishes of each style of underwear and 
adopt a method whereby each size and finish of a particular 
style would bear a price proportional to its cost. The company’s 
products were classified into men’s, women’s, boys’, misses’, and 
children’s garments; these classes were subdivided into union 
suits, shirts, and drawers; and a further subdivision was made 
into 3 heights of neck, 4 lengths of sleeves, and 3 lengths of legs. 
These types of garments were offered for sale in 55 fabrics, com- 
posed of combed or carded yarns, cotton, wool, silk, and mix- 
tures, and knitted in several ways. Each style was manufactured 
in an assortment of sizes. Children’s sizes were I, 2, 3, 4, 5, and 
6; the prices for children’s garments varied between sizes. Boys’ 
and misses’ sizes were 2, 4, 6, 8, 10, 12, 14, and 16; for these 
garments no price variations were made on a basis of size. Men’s 
sizes ran on the even numbers from 34 to 50 and were divided 
into regulars and stouts, which were sold at the same prices. 
Women’s sizes were divided into regulars and extras. The regu- 
lar sizes, 4, 5, and 6, were sold at one price, and the extra sizes, 
7, 8, and 9, were sold at a slightly higher price. 

The selling prices varied between fabrics and between the 
major classes of products, but with the exceptions just stated, no 
differentiations in price were made between sizes of the same 
style or for different heights of neck or lengths of sleeves and 
legs. When the price for a style was to be determined, the sales 
of that style in dozens were estimated and the total manufactur- 
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ing cost for that quantity was figured. The average gross margin 
necessary for meeting general management expense, selling ex- 
pense, and net profit was 27% of net sales. That was equivalent 
to 37% of cost. The addition of 37% to the estimated cost, 
therefore, gave the figure for the estimated sales of that style in 
dollars. Total sales in dollars were divided by the total number 
of dozens of estimated sales to determine the average selling 
price per dozen in that group. An example of this method of 
figuring prices follows: 


STYLE NUMBER 673 (LADIES’) 








alli ; 
Neck Cost Estimated Sales Total Mill oe Be eee 
per Dozen in Dozens Cost per Dozen 








High $6.82 1,000 $ 6,820 $7.80 

Dutch 5.83 8,200 47,806 7.80 

Band Top 3.04 800 2,432 7.80 
10,000 $57,058 





The mark-up of 37% on the total mill cost amounted to 
$21,111. The addition of that amount to the total mill cost gave 
a figure for estimated sales of $78,169. The estimated sales in 
dozens being 10,000, the selling price was placed at $7.80 a dozen. 

The cost per dozen included labor, material, and factory over- 
head expense. Costs were built up on a pound basis. Most of 
the operations were paid for on a piece rate system; thus the 
direct labor cost could be reduced to a definite amount per pound. 
To this direct labor cost, indirect labor costs were added at a 
standard rate, and to the entire labor cost the overhead was 
added, also at a standard rate per pound. The costs attributed 
to the different sizes and finishes of a particular style varied, 
consequently, because of differences in the quantities of material 
required. To determine costs for a particular style and finish, 
the usual ratio of the sales of each size to the total sales of the 
group was determined from previous sales records. For example, 
sales of sizes of one style of garment usually were as follows: 


Size of garment 4 5 6 7 8 9 
Sales in dozens I 3 5 4 4 4 
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By use of this ratio, the average weight per dozen garments sold 
of that style was determined, and the costs, which were built up 
on a basis of the weight of the fabric, were computed. 

The treasurer of the Fox Mills believed that it was inadvisable 
for the company to sell any of its products at a loss and, further- 
more, that it was only fair that customers should pay in propor- 
tion to the cost. Hence, he proposed to base the price of each 
size and type of garment on its actual cost. The company had 
taken a step in this direction a few years previously when it had 
changed its method of pricing children’s underwear. Consumers 
had expressed the opinion that garments for a four-year-old child, 
for instance, should not bear the same prices as those for a ten- 
year-old child. The averaging method, therefore, by which all 
sizes of children’s underwear of a particular style had been sold at 
the same price, had been changed to one by which sizes bore 
different prices based on cost. The variations in costs between 
the sizes in boys’, misses’, men’s, and women’s garments were by 
no means negligible, although they generally were less than the 
variations in the costs of children’s garments, 

So far as was known, no competitor had made the change in 
price policy proposed by the treasurer of the Fox Mills. There 
was the possibility, consequently, that the innovation would not 
be received favorably by the company’s customers and that sales 
would be affected adversely. Cataloging and pricing would be 
complicated, so that price changes would entail more clerical 
work than was necessary under the method in use. 

On the other hand, the company was working toward stand- 
ardization; it recently had discontinued manufacturing several 
slow-selling styles. It was suggested that perhaps the proposed 
price policy would aid in standardization by encouraging the 
purchase of the cheaper types of garments. For example, the 
company made a light weight summer garment with a high neck 
because of the demand of a few customers, and it was expected 
that a price differential in most cases would cause those custom- 
ers to change to the more popular low-neck style. Eventually 
such a price policy should shift sales to the styles which could 
be manufactured most economically and, consequently, the Fox 
Mills would have a price advantage unless competitors made 
similar changes in their policies. 
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CoMMENTARY: The method which the company used in pricing un- 
derwear amounted to the application of a standard rate of mark-up to 
the average mill cost for each style of underwear, weighted according to 
the estimated sales of each size or finish of that style. Taking the ex- 
ample that is cited of style number 673, the average cost per dozen gar- 
ments was $5.70, and the mark-up of $2.10 was approximately 37% 
of the cost or 27% of the selling price. The method which the mill 
used of applying the mark-up did not alter the fact that it amounted to 
the application of a standard rate to the average weighted mill cost. 

The mark-ups in dollars and cents, however, were very different for 
the three types of garment included in style number 673. For the gar- 
ments which cost $6.82 per dozen, the mark-up was 98 cents; for 
those which cost $5.83, the mark-up was $1.97; and for those which 
cost $3.04, the mark-up was $4.76. 

Two alternative methods of pricing the underwear suggest them- 
selves. The standard percentage of mark-up might have been applied 
to the actual mill cost of each size and finish. This would have yielded 
the same aggregate mark-up in dollars on the entire quantity as was 
yielded by the method the company was using; neither the selling price 
nor the mark-up in dollars would have been the same for all finishes 
and sizes. If the standard rate of 37% of cost had been used for deter- 
mining the mark-up on each of the three finishes of style number 673, 
the mark-up on the high-neck garments, which cost $6.82, would have 
been $2.52 and the selling price, therefore, would have been $9.34; 
for the Dutch neck garments, which cost $5.83, the mark-up would 
have been $2.16 and the selling price, $7.99; for the band-top necks, 
which cost $3.04, the mark-up at the standard rate would have been 
$1.12 and the selling price $4.16. 

The second alternative would have been to apply a flat mark-up in 
dollars to the actual cost of each size and finish. If the average mark- 
up of $2.11 had been applied to each dozen garments, the selling price 
of the high-neck garments would have been $8.93; of the Dutch necks, 
$7.94; and of the band-tops, $5.15. The total mark-up in dollars for 
10,000 garments would have been the same as under the plan which 
the company used. 

The problem was essentially one of joint cost. The indirect labor 
costs, the general management expenses, and the selling expenses were 
incurred jointly for all the products, and the company’s decision on the 
method of apportioning the mark-up should have depended primarily on 
the strategy of price-making for merchandising purposes. From the 
merchandising standpoint, the company’s problem of making differen- 
tiations in prices in accordance with differences in cost was twofold. 
In the first place, there was the question as to whether different prices 
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should have been placed on different sizes of a particular style and 
finish; and in the second place, there was the question as to whether 
prices for a particular size should have been varied according to length 
of sleeve and leg and type of neck. 

As between sizes, differences in price would not have influenced de- 
mand, for the choice of size does not depend on price. In advertising 
prices to consumers, it would have been awkward for retailers to quote 
different prices for different sizes of underwear without diverting at- 
tention from the qualities of the merchandise; to the manufacturer 
no gain would have accrued from quoting different prices for different 
sizes that would have been commensurate with the extra expense of 
using a more complicated price scale. 

Consumers’ preferences for underwear of various lengths of legs and 
sleeves and heights of necks were influenced chiefly by reasons of 
personal comfort or of style, style probably being more important in 
the selection of women’s garments than in the selection of men’s and 
children’s garments. From the merchandising standpoint, it was not 
desirable to induce consumers to purchase short-sleeve, short-leg, or 
low-neck garments merely because of a difference in price if thereby the 
consumers secured less comfort. In so far as the garments were pur- 
chased for style reasons, moreover, a difference in price was not a 
strong factor in influencing sales. 

Where style was the predominant factor influencing selection of 
height of neck, for example, different prices readily could have been 
placed on different heights of neck. Even in that case, however, the 
prices should not have been based entirely on differences in costs. The 
strength of demand also should have been reckoned with in the dis- 
tribution of joint costs. The garments with the strongest style char- 
acteristics could have borne a higher mark-up, and consequently a 
larger share of the joint costs, than was placed on the more staple, less 
stylish garments. This result was attained by the method used by the 
Fox Mills. Despite the differences in costs, therefore, it apparently 
would not have been wise for the company to try to divert consumers’ 
purchases from one length of sleeve or leg or one height of neck to 
another by means of price variations. 

It seems to have been desirable for the company to adhere to its 
practice of quoting a uniform price for the various sizes and finishes 
of the garments of each style number. That practice was simplest from 
the administrative standpoint and it appears to have apportioned joint 
costs in a manner which was likely to be conducive to success from 
the merchandising standpoint. 


November, 1925 M. T.C. 


CROWLEY Company! 


MANUFACTURER—SHINGLES 


Pricinc—Determination of Price for New Product. The company planned 
to manufacture and market colored asphalt shingles superior in ap- 
pearance to any colored asphalt shingles then on the market. The 
company decided to set the wholesale prices for the new shingles in 
line with the lowest prices charged by competitors for similar shingles. 
Those prices would allow the company a gross margin equal to its gross 
margin on uncolored shingles, so that its profits would not be reduced 
if consumers substituted colored for uncolored shingles. 


(1924) 


The Crowley Company, of Elizabeth, New Jersey, manufac- 
tured asphalt roll roofing, shingles, felt, coating, water-proof 
paper, cement, plastic, and paint. In May, 1924, after extensive 
experiments, the company began to produce in quantity a new 
type of colored asphalt shingles. The president directed the sales 
manager to set a selling price on the new product; the company 
did not attempt to stipulate resale prices. 

The company, which was one of the leaders in the industry, 
maintained factories at Elizabeth, and at St. Louis, Missouri. 
Branch sales offices were located at New York, Chicago, and St. 
Louis. Since the company’s products were cheap in comparison 
with their bulk, freight charges were an important factor in the 
determination of total costs to purchasers, and the company was 
unable to sell its products west of the Rocky Mountains. It 
sold throughout the remainder of the United States, however, 
to wholesalers of building materials, hardware wholesalers, large 
retailers, and large industrial companies. The company main- 
tained a staff of 43 salesmen, who called on all its customers and 
also on contractors and architects. 

The company’s terms were 2% 10 days, net 30 days. On 12 
of its products the company allowed an 8% discount to whole- 
salers and on 2 others it allowed a discount of 6%. These same 
discounts also were offered to all other customers who purchased 
at least 20 carloads from the company during a year. The dis- 
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counts were based on carload prices; prices on less-than-carload 
lots were from 4% to 12% higher than the carload prices. 

The company made plain, uncolored asphalt shingles which 
were similar in many respects to the colored shingles. Both 
products were made on the same machines, although the manu- 
facture of the colored shingles required several additional attach- 
ments. The coloring was somewhat more costly than the coating 
of the plain shingles. During the first part of 1924, the average 
factory cost of the plain shingles was about $3.50 a square. A 
square comprised 108 square feet. The list price of the plain 
shingles to purchasers of carload lots was $5.05 a square, and 
to purchasers of less-than-carload lots, $5.61 a square. A dis- 
count of 6% from the carload price was allowed to wholesalers 
and to 20 large retailers. The company’s average gross margin 
on this line, in the same period, was approximately 32% of net 
sales. The average total selling cost, including sales commissions 
and administrative and general office overhead, was 20% of net 
sales. The average net profit on the line, therefore, approximated 
12%. The percentage of selling expense was about the same for 
all products of the company. The company’s average net profit 
for the business as a whole ranged from 8% to 10% of sales. 
The company estimated that after several months the factory 
cost of the colored shingles would be $3.80 a square. The cost 
was expected to be somewhat higher temporarily, because the 
workmen were not familiar with the process for making the new 
- product. 

Several competitors of the Crowley Company also manufac- 
tured colored shingles. The competitive shingles when placed 
upon roofs gave the appearance of blotches rather than of a uni- 
form color, while the coloring of the shingles of the Crowley 
Company was so blended as to produce a monotone effect. The 
sales prices of the colored shingles of competitors varied from 
50 cents to $1 a square above the wholesale prices of the com- 
pany’s uncolored, asphalt shingles. 

If the company set the prices for the colored shingles in line 
with the highest price which was received by competitors for a 
similar product, the gross margin on the line would be 37%, and 
the average net profit of the company would be earned imme- 
diately. Since it was not possible to estimate accurately the 
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demand for the colored shingles, stocks might be built up which 
could not be sold except at a loss; it was the custom of the com- 
pany to manufacture for stock and not upon special orders. The 
quality of the colored shingles was to be differentiated sharply 
from that of the uncolored shingles. A higher price would em- 
phasize the higher quality. 

On the other hand, if the company decided to charge prices 
in line with the highest prices charged for similar products by 
competitors, it might have difficulty in meeting competition 
except in the territories near its factories, where the freight 
differential would give it an advantage. High selling prices, the 
sales manager believed, would tend to cause a continuation of 
the high costs incident to a new process. If the sales manager 
could show to the production department that the net profit on 
a line was lower than the average for the company, he had a 
good basis for demanding a reduction in costs. With the prices 
$1 above the selling prices of the uncolored shingles, the net 
profit would be above the average for the whole factory. In 
the opinion of the sales manager, these prices for the colored 
shingles would restrict sales of that item, regardless of prices 
of competitors. He believed that the average builder would buy 
the company’s ordinary asphalt shingles rather than pay the 
price differential which would exist between these shingles and 
the colored shingles if the company asked the highest price 
asked by competitors for similar products. 

The sales manager estimated that wholesale prices of about 
$5.25 a square for carload lots and of about $5.78 a square for 
less-than-carload lots would give a net profit on the line approxi- 
mately equal to the company’s average net profit of from 8% 
to 10%. At those prices, it seemed probable that the company’s 
sales of uncolored shingles would be reduced, because the differ- 
ence in the prices of the two types of shingles would be less than 
the difference in their factory costs. Since the net profit on the 
uncolored shingles was 12%, this would result in a loss of profit 
to the company. 

If the prices were set so as to yield ultimately a gross margin 
of 32%, the same as the gross margin on the uncolored shingles, 
the sales prices would be in line with the lowest prices charged 
by competitors; that is, $5.55 a square in carload lots, and $6.10 
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in less-than-carload lots. The cost differential between uncolored 
and colored shingles would be maintained in the prices of the 
two types. The sales manager did not believe that with this 
differential there would be any substitution of uncolored shingles 
for colored shingles by those who desired the latter. The ad- 
vantage which the company would gain over the competitors 
who charged higher prices would assist it to build up a demand 
for the product. 

The sales manager decided to price the colored shingles at 
$5.55 a square in carload lots, and at $6.10 a square in less-than- 
carload lots. He concluded that a much larger quantity would 
be sold at those prices than at the higher prices, and that the 
sales of the uncolored shingles would not be decreased materially. 
Even if buyers substituted the colored for the uncolored shingles, 
the profits of the company would not be reduced. The sales 
manager believed that he would be able to force a quick reduc- 
tion in the factory costs of the product. 


Commentary: In deciding upon the price to place upon the new 
product, colored shingles, the company faced two major considerations 
besides the immediate net profit to be realized. The first consideration 
was the effect which the price placed on colored shingles would have on 
the sales of uncolored shingles; the second was the merits of the price 
from the standpoint of selling strategy. 

Inasmuch as the colored shingles which this company was to market 
had a monotone appearance superior to that of other colored asphalt 
shingles on the market, it was impossible to determine in advance, from 
experience with these competitive shingles, how extensively the com- 
pany’s colored shingles would be substituted for uncolored shingles, 
either at a price differential of 20 cents a square or at a differential of 
so cents a square. The substitution of colored for uncolored shingles 
by consumers would not be governed by differences in manufacturing 
costs, but by the degree to which the buying motives of pride in ap- 
pearance of property and, perhaps, expression of artistic taste surpassed 
the desire for economy. Under these circumstances the sales manager 
followed a safe course in deciding upon a price differential of 50 cents 
a square, which assured the company of a normal net profit even if 
the colored shingles were extensively substituted for uncolored shingles. 

From the standpoint of sales strategy, the selection of the $5.55 price 
also was advantageous. It met the lowest price of directly competitive 
shingles. This afforded the company an opportunity to stress the buy- 
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ing motives pertaining to the appearance of its product, with incidental 
reference to price. Those motives pertained to qualities which could 
be judged effectively by consumers in advance of purchase. When 
those motives were backed up by the opportunity to purchase the 
Crowley Company’s shingles at a price as low as those charged for 
competing shingles, the company was in a strong strategic position. 


April, 1926 M. T.C. 


KRONIN MANUFACTURING Company? 
MANUFACTURER—SILVER PENCILS 


Price MAINTENANCE—Acceptance of Returned Goods to Prevent Price- 
Cutting. During a general business depression a wholesale customer of 
the company asked to be permitted to return a large stock of silver 
pencils which he had purchased from the company in a period of active 
sales. The company had endeavored to secure observance of standard- 
ized resale prices for its products. Unless the company accepted the 
return goods, it was probable that the wholesaler would cut the resale 
prices on the pencils in order to sell them quickly. 


(1921) 


During the general business depression in 1921 the Kronin 
Manufacturing Company received a request from the Howard 
Hardware Company,' one of its largest wholesale customers in 
the Middle West, to accept the return of $20,000 worth of silver 
pencils which the wholesaler had on hand as a result of overorder- 
ing in a period of active sales. 

The Kronin Manufacturing Company had been one of the first 
companies to manufacture silver, propelling pencils. From the 
beginning the company had endeavored to secure observance of 
standardized wholesale and retail selling prices for its products. 
The suggested retail price of its standard pencils was $1.25 each; 
the retail prices of other models were proportionate. The com- 
pany’s sales had grown rapidly and in 1920 aggregated $4,000,- 
ooo. During the first six months of 1921, however, total sales 
were only $1,150,000. The company had not attempted to bind 
its customers by contract to maintain resale prices, but its adver- 
tising had featured the retail prices prominently, and its salesmen 
had been instructed to endeavor to make the customers realize 
that it was to their advantage to sell at uniform prices. So far 
as the Kronin Manufacturing Company knew, the resale prices 
of its pencils seldom were cut, even during periods of declining 
prices. 

The Howard Hardware Company had purchased $35,000 worth 
of silver pencils from the Kronin Manufacturing Company in 
1919 and $50,000 worth in 1920. In requesting permission to 
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return $20,000 worth of goods, Mr. Howard, president of the 
company, stated that his company was in financial difficulty, but 
that if it could liquidate enough of its inventory it could meet 
the situation. He intimated that if the goods were not accepted 
by the Kronin Manufacturing Company he would be forced to 
sell them, together with other goods on his shelves, at whatever 
prices they would bring. 

The executives of the Kronin Manufacturing Company realized 
that price-cutting by such a large firm would become known 
immediately and might initiate a wide-spread reduction in the 
selling prices of Kronin pencils. Such a step, the executives were 
aware, might undo the company’s efforts to maintain resale prices. 
The Kronin Manufacturing Company had adequate resources to 
care for its own financing during the depression. A refund of 
$20,000, however, would reduce the current funds of the com- 
pany materially. Compliance with the request of the Howard 
Hardware Company might precipitate similar requests from other 
customers. 


The situation was complicated, moreover, by the fact that 
competition of cheaper pencils was beginning to affect sales of 
Kronin pencils. The executives had considered seriously reduc- 
ing the retail price of the standard pencils to $1 each. The sales 
manager was willing for the Howard Hardware Company to make 
a 20% reduction in the prices of the pencils it had on hand, 
but he realized that, in view of market conditions, even that price 
concession would not be sufficient to move the Howard Hardware 
Company’s large stock of pencils promptly. 


Commentary: In this case evidence is lacking as to the relations 
between the company and its wholesale customers, as to the company’s 
methods of inducing retailers to observe the standard resale prices, as 
to the margins allowed to wholesalers and retailers, and as to the extent 
of stocks in the hands of other wholesalers and of retailers at the time 
the Howard Hardware Company made its request. 

As far as can be judged from the evidence available, however, it was 
imperative for the Kronin Manufacturing Company to accept the re- 
turn of merchandise from the Howard Hardware Company unless the 
manufacturing company was to permit its plan of standardizing resale 
prices to be jeopardized. A customer with an excess stock of merchan- 
dise on hand must be permitted either to return the excess quantity to 
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the vendor or to liquidate the stock at prices fixed at his own discretion. 
In this case such liquidation probably would have rendered the restora- 
tion of the company’s standardized resale price plan difficult. 

If the Kronin Manufacturing Company had permitted the Howard 
Hardware Company to reduce the prices of Kronin pencils 20%, an- 
other problem would have been precipitated—as to whether the manu- 
facturer should have granted rebates to wholesalers and retailers to the 
amount of 20% of the purchase value of their stocks of Kronin pencils 
on hand. Merchants who had bought the pencils in conservative quan- 
tities and in confidence that resale prices would be maintained might 
have looked upon a 20% reduction in suggested resale prices, without 
prior warning, as a breach of faith by the Kronin Manufacturing Com- 
pany unless rebates were granted on stocks on hand. 

If the Howard Hardware Company had been permitted to return such 
a large quantity of merchandise, it would have been necessary for the 
Kronin Manufacturing Company in fairness to extend the same privi- 
lege to other customers under similar circumstances. Thus the com- 
pany’s contingent liabilities would have been increased indefinitely. 

This case illustrates some of the difficulties which accompany a plan 
of standardizing resale prices. For the successful operation of such a 
plan, it clearly is essential that overbuying by customers be guarded 
against. 


April, 1926 MiIcG: 


UNITED STATES v. CoLcATE & CoMPANyY* 
MANUFACTURER—TOILET ARTICLES 


Price MAINTENANCE—Right of Manufacturer to Refuse to Sell to Price- 
Cutters Upheld. The duty of the Supreme Court of the United States 
in this case was not to pass upon the legality of the methods used by the 
company to maintain standard resale prices for the soap and other 
toilet articles which it manufactured, but to determine whether the 
indictment as interpreted by the trial court fairly charged violation of 
the Sherman Act. The court concluded that, so interpreted, the indict- 
ment merely charged the company with specifying resale prices and 
refusing to deal with any one who failed to maintain them, and affirmed 
that in the absence of any purpose to create or maintain a monopoly 
the Sherman Act did not restrict the right of a manufacturer engaged 
in a private business to refuse to sell to any one for any cause and to 
announce in advance conditions under which he would refuse to sell.* 


(1919) 
Mr. Justice McREYNOLDs delivered the opinion of the Court. 


Writs of error from District Courts directly here may be taken 
by the United States “from a decision or judgment quashing, setting 
aside, or sustaining a demurrer to, any indictment, or any count thereof, 
where such decision or judgment is based upon the invalidity, or con- 
struction of the statute upon which the indictment is founded.” Act 
March 2, 1907, c. 2564, 34 Stat. 1246 (Comp. St. § 1704). Upon such 
a writ “we have no authority to revise the mere interpretation of an in- 
dictment and are confined to ascertaining whether the court in a case 
under review erroneously construed the statute.” ‘We must accept 
that court’s interpretation of the indictments and confine our review 
to the question of the construction of the statute involved in its de- 
cision.” United States v. Carter, 231 U.S. 492, 493, 34 Sup. Ct. 173, 
174 (58 L. Ed. 330); United States v. Miller, 223 U.S. 599, 602, 32 
Sup. Ct. 323, 324 (56 L. Ed. 568). 

Being of the opinion that “the indictment should set forth such a 
state of facts as to make it clear that a manufacturer, engaged in what 
was believed to be the lawful conduct of its business, has violated some 
known law before it can be haled into court to answer the charge of a 
commission of crime,” and holding that it “fails to charge any offense 
under the Sherman Act [Act July 2, 1890, c. 647, 26 Stat. 209] or any 
other law of the United States, that is to say, as to the substance of the 
indictment and the conduct and act charged therein,” the trial court 


1 Supreme Court of the United States. Argued March 1o, 1919. Decided June 2, 
1919. 39 Sup. Ct. 465. 250 U. S. 300. 
2 Headnote by Graduate School of Business Administration. 
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sustained a demurrer to the one before us. Its reasoning and conclusions 
are set out in a written opinion. 253 Fed. 522. 

We are confronted by an uncertain interpretation of an indictment 
itself couched in rather vague and general language. Counsel differ 
radically concerning the meaning of the opinion below and there is much 
room for the controversy between them. 

The indictment runs only against Colgate & Company, a corpora- 
tion engaged in manufacturing soap and toilet articles and selling them 
throughout the Union. It makes no reference to monopoly, and pro- 
ceeds solely upon the theory of an unlawful combination. After setting 
out defendant’s organization, place and character of business, and gen- 
eral methods of selling and distributing products through wholesale and 
retail merchants, it alleges: 


During the aforesaid period of time, within the said Eastern dis- 
trict of Virginia and throughout the United States, the defendant 
knowingly and unlawfully created and engaged in a combination 
with said wholesale and retail dealers, in the Eastern district of 
Virginia and throughout the United States, for the purpose and 
with the effect of procuring adherence on the part of such dealers 
(in reselling such products sold to them aforesaid) to resale prices 
fixed by the defendant, and of preventing such dealers from re- 
selling such products at lower prices, thus suppressing competition 
amongst such wholesale dealers, and amongst such retail dealers, 
in restraint of the aforesaid trade and commerce among the sev- 
eral States, in violation of the act entitled “An act to protect trade 
and commerce against unlawful restraints and monopolies,” ap- 
proved July 2, 1890. 


Following this is a summary of things done to-carry out the pur- 
poses of the combination: Distribution among dealers of letters, tele- 
grams, circulars and lists showing uniform prices to be charged; urging 
them to adhere to such prices and notices, stating that no sales would 
be made to those who did not; requests, often complied with, for in- 
formation concerning dealers who had departed from specified prices; 
investigation and discovery of those not adhering thereto and placing 
their names upon “suspended lists”; requests to offending dealers for 
assurances and promises of future adherence to prices, which were 
often given; uniform refusals to sell to any who failed to give the 
same; sales to those who did; similar assurances and promises required 
of, and given by, other dealers followed by sales to them; unrestricted 
sales to dealers with established accounts who had observed specified 
prices, and so forth. 

Immediately thereafter comes this paragraph: 


By reason of the foregoing, wholesale dealers in the aforesaid 
products of the defendant in the Eastern district of Virginia and 
throughout the United States, with few exceptions, resold, at uni- 
form prices fixed by the defendant, the aforesaid products, sold 
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to them by the defendant, and refused to resell such products at 
lower prices to retail dealers in the state where the respective 
wholesale dealers did business and in other states. For the same 
teason retail dealers in the aforesaid products of the defendant in 
the Eastern district of Virginia and throughout the United States 
resold, at uniform prices fixed by the defendant, the aforesaid prod- 
ucts, sold to them by the defendant and by the aforesaid whole- 
sale dealers, and refused to sell such products at lower prices to the 
consuming public in the states where the respective retail dealers 
did business and in other states. Thus competition in the sale of 
such products, by wholesale dealers to retail dealers, and by retail 
dealers to the consuming public, was suppressed, and the prices 
of such products to the retail dealers and to the consuming public 
in the Eastern district of Virginia and throughout the United States 
were maintained and enhanced. 


In the course of its opinion the trial court said: 


No charge is made that any contract was entered into by and 
on the part of the defendant, and any of its retail customers, in 
restraint of interstate trade and commerce, the averment being, in 
effect, that it knowingly and unlawfully created and engaged in a 
combination with certain of its wholesale and retail customers, to 
procure adherence on their part, in the sale of its products sold to 
them, to resale prices fixed by the defendant, and that, in connec- 
tion therewith, such wholesale and retail customers gave assur- 
ances and promises, which resulted in the enhancement and main- 
tenance of such prices, and in the suppression of competition by 
wholesale dealers and retail dealers, and by the latter to the con- 
suming public. .... 

In the view taken by the court, the indictment here fairly pre- 
sents the question of whether a manufacturer of products shipped 
in interstate trade, is subject to criminal prosecution under the 
Sherman Act, for entering into a combination in restraint of such 
trade and commerce, because he agrees with his wholesale and 
retail customers, upon prices claimed by them to be fair and rea- 
sonable, at which the same may be resold, and declines to sell his 
products to those who will not thus stipulate as to prices. This, 
at the threshold, presents for the determination of the court, 
how far one may control and dispose of his own property; that is 
to say, whether there is any limitation thereon, if he proceeds in 
respect thereto in a lawful and bona fide manner. That he may not 
do so, fraudulently, collusively, and in unlawful combination with 
others, may be conceded. Eastern States Retail Lumber Dealers’ 
Association v. United States, 234 U. S. 600, 614, 34 Sup. Ct, 957, 
58 L. Ed. 1490, L. R. A. 1915A, 788. But it by no means follows 
that being a manufacturer of a given article, he may not, without 
incurring any criminal liability, refuse absolutely to sell the same 
at any price, or to sell at a named sum -to a ‘customer, with the. 
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understanding that such customer will resell only at an agreed price 
between them, and should the customer not observe the understand- 
ing as to retail prices, exercise his undoubted right to decline fur- 
ther to deal with such person. .... 

The pregnant fact should never be lost sight of that no averment 
is made of any contract or agreement having been entered into 
whereby the defendant, the manufacturer, and his customers, bound 
themselves to enhance and maintain prices, further than is involved 
in the circumstances that the manufacturer, the defendant here, 
refused to sell to persons who would not resell at indicated prices, 
and that certain retailers made purchases on this condition, whereas, 
inferentially, others declined so to do. No suggestion is made that 
the defendant, the manufacturer, attempted to reserve or retain any 
interest in the goods sold, or to restrain the vendee in his right to 
barter and sell the same without restriction. The retailer, after 
buying, could, if he chose, give away his purchase or sell it at any 
price he saw fit, or not sell it at all, his course in these respects 
being affected only by the fact that he might by his action incur 
the displeasure of the manufacturer who could refuse to make fur- 
ther sales to him, as he had the undoubted right to do. There is 
no charge that the retailers themselves entered into any combina- 
tion or agreement with each other, or that the defendant acted 
other than with his customers individually. 


Our problem is to ascertain, as accurately as may be, what inter- 
pretation the trial court placed upon the indictment—not to inter- 
pret it ourselves; and then to determine whether, so construed, it fairly 
charges violation of the Sherman Act. Counsel for the government 
maintain, in effect, that, as so interpreted, the indictment adequately 
charges an unlawful combination (within the doctrine of Dr. Miles 
Medical Co. v. Park & Sons Co., 220 U. S. 373, 31 Sup. Ct. 376, 55 
L. Ed. 502) resulting from restrictive agreements between defendant 
and sundry dealers whereby the latter obligated themselves not to resell 
except at agreed prices, and to support this position they specifically 
rely upon the above-quoted sentence in the opinion which begins, “In 
the view taken by the court,” and so forth. On the other hand, defend- 
ant maintains that looking at the whole opinion it plainly construes the 
indictment as alleging only recognition of the manufacturer’s undoubted 
right to specify resale prices and refuse to deal with any one who failed 
to maintain the same. 

Considering all said in the opinion (notwithstanding some serious 
doubts) we are unable to accept the construction placed upon it by the 
government. We cannot, e. g., wholly disregard the statement that— 


The retailer, after buying, could, if he chose, give away his pur- 
chase or sell it at any price he saw fit, or not sell it at all, his course 
in these respects being affected only by the fact that he might by 
his action incur the displeasure of the manufacturer who could 
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refuse to make further sales to him, as he had the undoubted right 
to do. 


And we must conclude that, as interpreted below, the indictment does 
not charge Colgate & Company with selling its products to dealers under 
agreements which obligated the latter not to resell except at prices fixed 
by the company. 

The position of the defendant is more nearly in accord with the whole 
opinion and must be accepted. And as counsel for the Government 
were careful to state on the argument that this conclusion would require 
affirmation of the judgment below, an extended discussion of the prin- 
ciples involved is unnecessary. 

The purpose of the Sherman Act is to prohibit monopolies, contracts 
and combinations which probably would unduly interfere with the free 
exercise of their rights by those engaged, or who wish to engage, in 
trade and commerce—in a word, to preserve the right of freedom to 
trade. In the absence of any purpose to create or maintain a monopoly, 
the act does not restrict the long recognized right of trader or manu- 
facturer engaged in an entirely private business, freely to exercise his 
own independent discretion as to parties with whom he will deal; and, 
of course, he may announce in advance the circumstances under which 
he will refuse to sell. “The trader or manufacturer, on the other hand, 
carries on an entirely private business, and can sell to whom he pleases.” 
United States v. Trans-Missouri Freight Association, 166 U. S. 290, 
320, 17 Sup. Ct. 540, 551, (41 L. Ed. 1007). “A retail dealer has the 
unquestioned right to stop dealing with a wholesaler for reasons suffi- 
cient to himself, and may do so because he thinks such dealer is acting 
unfairly in trying to undermine his trade.” 

In Dr. Miles Medical Co. v. Park & Sons Co., supra, the unlawful 
combination was effected through contracts which undertook to prevent 
dealers from freely exercising the right to sell. 

The judgment of the District Court must be 

Affirmed 


CoMMENTARY: The court in this decision said: “Our problem is 
to ascertain, as accurately as may be, what interpretation the trial court 
placed upon the indictment—not to interpret it ourselves; and then to 
determine whether, so construed, it fairly charges violation of the 
Sherman Act.” ‘This decision, therefore, was primarily upon the inter- 
pretation of the indictment by the trial court, not upon the legality of 
the methods used by Colgate & Company to induce observance of its 


3 Eastern States Retail Lumber Dealers’ Association v. United States, 234 U. S. 
600, 614, 34 Sup. Ct. 951, 955 (58 L. Ed. 1490, L. R. A. 1915A, 788). See also 
Standard Oil Co. v. United States, 221 U.S. 1, 56, 31 Sup. Ct. 502, 55 L. Ed. 610, 
34 L. R.A. (N.S.) 834, Ann. Cas. 1912D, 734; United States v. American Tobacco 
Co., 221 U.S. 106, 180, 31 Sup. Ct. 632, 55 L. Ed. 663; Boston Store of Chicago 
v. American Graphophone Co. et al., 246 U.S. 8, 38 Sup. Ct. 257, 62 L. Ed. 551, 
Ann. Cas. 1918C, 447. 
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suggested resale prices. T he company suggested resale prices, employed 
moral suasion to secure observance of them, and if unsuccessful in pre- 
venting price-cutting by that means, refused to sell further quantities 
of merchandise to the price-cutters. The legality of these methods of 
maintaining resale prices was not passed upon by the court in this 
decision. 

It obviously is not within my province to discuss the decision as to 
the interpretation of the indictment. That was a technical legal ques- 
tion, not a business matter. The decision in this case threw no light 
on the court’s attitude toward the use of moral suasion and the refusal 
to sell to price-cutters as a means of securing the observance of standard 
resale prices. The court indicated that, in the absence of any purpose 
to create and maintain a monopoly, a manufacturer engaged in an 
entirely private business may exercise freely his discretion as to whom 
to sell to and may announce in advance the conditions under which he 
will sell. Such methods as were used by Colgate & Company, therefore, 
seem to have been legal provided there was no purpose to create and 
maintain a monopoly. Yet no guidance is provided in this decision as 
to what factors would be held by the court as indicating a “purpose to 
create and maintain a monopoly.” 

That the methods used by Colgate & Company, without written con- 
tracts to bind its customers to observe the stipulated resale prices, were 
likely, nevertheless, to result in a general observance of those prices, 
there can be no doubt. In the light of previous decisions by the court, 
it is altogether uncertain whether the court would have held these 
practices, under the circumstances, to indicate an attempt to create and 
maintain a monopoly, if such a purpose had been charged in the indict- 
ment. If the question were approached, however, from the standpoint 
of sound business management, with clear comprehension of sane mer- 
chandising methods, it would be apparent that the maintenance of resale 
prices by the means employed by Colgate & Company did not partake 
of the nature of monopoly.* 


June, 1926 Marace 


“See Copeland, Melvin T., “Standardized Resale Prices,” Harvard Business 
Review, Vol. IV, No. 4, July, 1926, pp. 393-406. 


FEDERAL TRADE CoMMISSION v. BEECH-NuT 
PackInNG Company! 


MANUFACTURER—FOOD PRODUCTS 


PricE MAINTENANCE—Standardization of Resale Prices by Cooperative 
Means Held Illegal. The company, which manufactured and sold to 
wholesalers food and other products, endeavored to maintain the stand- 
ard resale prices of its goods. The Supreme Court of the United States 
decided that the company should be required to discontinue its efforts 
to maintain resale prices: by obtaining from salesmen, agents, or dis- 
tributors the names of price-cutters; by maintaining lists of wholesalers 
and retailers to whom sales of the products were not to be made; by 
refusing to give orders secured by missionary salesmen for wholesalers’ 
accounts to wholesalers who sold at cut prices or who sold to price- 
cutters; by utilizing identifying marks on packages of merchandise to 
trace the sources of purchase of goods sold at cut prices; or by utilizing 
any other equivalent cooperative means.” 


Price MAINTENANCE—Methods Held to Constitute Unfair Competition. 
The company, which manufactured food and other products, selling 
them chiefly to wholesalers, endeavored to maintain standard resale 
prices for its products by obtaining information as to price-cutters and 
refusing to sell to wholesalers who cut the prices or who sold to price- 
cutters. The Supreme Court of the United States decided that, since the 
methods employed by the company served to prevent competition in its 
products among retailers, the company was guilty of unfair trading within 
the meaning of the Federal Trade Commission Act.” 


(1922) 
Mr. Justice Day delivered the opinion of the Court: 


This case is here upon a writ of certiorari to the United States Circuit 
Court of Appeals for the Second Circuit, which court set aside an order 
of the Federal Trade Commission requiring the Beech-Nut Packing 
Company, a corporation engaged in the manufacture and sale of food 
and other products throughout the United States, to cease and desist 
from carrying out a plan of resale of its products.* Beech-Nut Packing 
Company v. Federal Trade Commission, 264 Fed. 885. 


1 Supreme Court of the United States. Argued November 10-14, 1921. Decided 
January 3, 1922. 42 Sup. Ct. 150. 257 U.S. 441. 

2 Headnote by Graduate School of Business Administration. 

3 “Now, therefore, it is ordered that respondent, the Beech-Nut Packing Com- 
pany, its officers, directors, agents, servants, and employees cease and desist from 
directly or indirectly recommending, requiring, or by any means bringing about 
the resale of Beech-Nut products by distributors, whether at wholesale or retail 
according to any system of prices fixed or established by respondent, and more 
particularly by any or all of the following means: 
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The Commission condemned the plan as an unfair method of competi- 
tion within the meaning of section 5 of the Federal Trade Commission 
Act. 38 Stat. 719 (Comp. St. § 8836e). 

In the original complaint it was charged that in order to accomplish 
the illegal purpose intended the Beech-Nut Company required its pur- 
chasers to agree to maintain or resell such products at standard selling 
prices, and that for the purpose of maintaining such standard resale 
prices and for the purpose of inducing and compelling its customers to 
maintain and keep such standard prices the company refused to sell its 
products to customers and dealers who would not agree to maintain 
such specified standard resale prices, and who did not resell such prod- 
ucts at the specified standard selling prices fixed and determined by the 
company. By stipulation before trial the complaint was amended so 
as to charge: That the Beech-Nut Company has adopted and enforced 
a system of fixing and maintaining certain specified standard prices at 
which its chewing gum and food products shall be resold by purchasers 
thereof, including jobbers, wholesalers, and retailers, with the purpose 
and effect of securing the trade of such jobbers, wholesalers, and retail- 
ers and of enlisting their active support and cooperation in enlarging 
the sale of respondent’s products, to the prejudice of its competitors who 
do not require and enforce the maintenance of resale prices for their 
products; and with the purpose and effect of eliminating competition in 
prices among all jobbers, wholesalers, and retailers, respectively, 
engaged in handling the products manufactured by the company, thereby 
depriving such distributors of their right to sell, and preventing them 
from selling its products at such prices as they may deem to be, and 
as are, adequate and warranted by their respective selling costs and 
efficiency, and with various other effects, and that the company as a 
means of making effective its system of resale prices and of inducing and 
compelling its customers and the dealer customers of its customers to 
maintain such resale prices, has for more than two years last past: 
Made it generally know to jobbers, wholesalers, and retailers, respec- 
tively, that it required and insisted that they should sell its products at 
the resale prices so fixed by it, and refused to sell to jobbers, wholesalers, 
or retailers not maintaining such prices; that the company threatened 
to and did refuse to sell to all jobbers, wholesalers, and retailers who 
failed to maintain the resale prices so fixed by it, or who sold to other 
distributors who failed to maintain such prices; induced or compelled 





“r, Refusing to sell to any such distributors because of their failure to adhere 
to any such system of resale prices. 

“Refusing to sell to any such distributors because of their having resold 
respondent’s said products to other distributors who have failed to adhere to any 
such system of resale prices. 

“3 Securing or seeking to secure the cooperation of its distributors in main- 
taining or enforcing any such system of resale prices. 


“4. Carrying out or causing others to carry out a resale price maintenance policy 
by any other means.” 
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the jobbers, wholesalers, and retailers, by divers other means, not only 
to maintain its resale prices so fixed, but also to discontinue selling its 
products to other jobbers, wholesalers, and retailers who did not main- 
tain such resale prices; that the company caused the diversion of retail- 
ers’ orders away from jobbers and wholesalers who did not maintain 
such resale prices so fixed by it, or who had resold its products to other 
jobbers, wholesalers, or retailers who had failed to maintain such resale 
prices, and caused such orders to be given to other jobbers and whole- 
salers who had maintained such resale prices and/or had refused to 
supply other jobbers, wholesalers, and retailers failing to maintain such 
prices; that the company solicited and secured the cooperation of whole- 
salers, jobbers, and retailers in reporting price-cutters, all in pursuance 
of its efforts to ascertain the names of all distributors of its products 
who had failed to maintain the resale prices fixed by it, and/or who 
had resold to other jobbers, wholesalers, and retailers failing to maintain 
such prices; that it entered in card records kept by it the names of all 
dealers reported to it, either in this or other ways, as not maintaining 
its resale prices or as selling to other distributors not maintaining such 
prices, and has taken various measures to prevent all such dealers from 
obtaining further shipments of its products from any source until it has 
received from them declarations, promises, assurances, statements, or 
other similar expressions, to the effect that in the future such dealers 
intend to and will sell such procucts at the resale prices fixed by the 
company and will refrain from selling the same to other jobbers, whole- 
salers, and retailers failing to maintain such prices; that respondent 
employed various other means and methods for the enforcement of its 
system of maintaining resale prices. 

The case was heard before the Commission upon an agreed statement 
of facts, from which, among other things, it found: 

The Beech-Nut Packing Company customarily markets its products 
principally through jobbers and wholesalers in the grocery, drug, candy 
and tobacco lines, who in turn resell to retailers in these lines. Such 
wholesale and retail dealers are selected as desirable customers because 
they are known or believed to be of good credit standing; willing to 
resell at the resale prices suggested by the company and who do resell 
at such prices; are willing to refuse to sell and who do refuse to sell to 
- jobbers, wholesalers, and retailers who do not resell at the resale prices 
suggested by the company, and who do not sell to such jobbers, whole- 
salers, and retailers, who in other respects are good and satisfactory 
merchandisers. Such jobbers, wholesalers and retailers are designated 
by the company as “selected” or “desirable” dealers. In a few instances 
the company also sells “direct” to certain large retailers who are selected. 
as the jobbers, wholesalers and retailers. The total number of such 
dealers, handling the products of the company, includes the greater 
portion of the jobbers, wholesalers, and retailers, respectively, in the 
grocery trades, and a large proportion of the jobbers, wholesalers and 
retailers in the drug, candy, and tobacco trades respectively, throughout 
the United States. as pers e 
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The company has adopted and maintained, and still maintained at 
the time complaint was filed by the Commission, in the sale and dis- 
tribution of its products a policy known as the ““Beech-Nut policy,” and 
requests the cooperation therein of all dealers selling the products manu- 
factured by it, dealing with each customer separately. 

In order to secure such cooperation and to carry out the Beech-Nut 
policy the company: 

Issues circulars, price-lists, and letters to the trade generally showing 
suggested uniform resale prices, both wholesale and retail, to be charged 
for Beech-Nut products. 

Requests and insists that the selected jobbers, wholesalers, and retail- 
ers sell only to such other jobbers, wholesalers, and retailers as have 
been and are willing to resell and do resell at the prices so suggested by 
the company, and requests and insists that such jobbers, wholesalers and 
retailers discontinue selling to other jobbers, wholesalers, and retailers 
who fail to resell at the prices so suggested by the company. 

Makes it known broadcast to such selected jobbers, wholesalers and 
retailers, whether sold “direct” or not, that if they, or any of them fail 
to sell at the resale prices suggested by the company, it will absolutely 
refuse to sell further supplies of its product to them, or any of them, 
and will also absolutely refuse to sell to any jobbers, wholesalers, and 
retailers whatsoever who sell to other jobbers, wholesalers, and retailers 
failing to resell at the prices suggested by the company. 

The company, in the carrying out of its policy has refused and does 
refuse to sell its products to practically all such jobbers, wholesalers, 
and retailers as do not sell at the prices so suggested by it. It has 
refused and does refuse to sell to practically all such jobbers, whole- 
salers, and retailers reselling to other jobbers, wholesalers, and retailers 
who have failed to resell at the prices so suggested by it. It has refused 
and does refuse to sell to practically all so-called mail-order houses 
engaged in interstate commerce, on the ground that such mail-order 
houses frequently sell at cut prices, and has refused and does refuse to 
sell to practically all jobbers, wholesalers, and retailers who sell its 
products to such mail-order houses. It has refused and does refuse to 
sell to practically all so-called price-cutters. It has maintained and does 
maintain a large force of so-called specialty salesmen or representatives 
who call upon the retail trade and solicit orders therefrom to be filled 
through jobbers and wholesalers, which orders are commonly known in 
the trade as “turnover orders;” its salesmen, under respondent’s instruc- 
tions, have refused and do refuse to accept any such turnover orders 
to be filled through jobbers and wholesalers who themselves sell or have 
sold at less than the suggested resale prices, or sell or have sold to job- 
bers, wholesalers and retailers who sell or have sold at less than such 
suggested resale prices, and in such cases has requested such retailers 
to name other jobbers. 

The company has and does reinstate as distributors of its products 
jobbers, wholesalers, and retailers previously cut off or withdrawn from 
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the list of selected jobbers, wholesalers, and retailers for failure to resell 
at the prices suggested by it, and for selling to distributors who do not 
maintain such suggested resale prices, upon the basis of declarations, 
assurances, statements, promises, and similar expressions, as the case 
may be by such distributors, respectively, who satisfy the company that 
such distributors will thereafter resell at the prices suggested by it and 
will refuse to sell to distributors who do not maintain such suggested 
resale prices. 

The company has added and does ad4d, to its list of new distributors, 
concerns reported by its representatives as declaring that they intend 
to and will resell at the prices suggested by it, and will refuse to sell to 
those who do not maintain such suggested resale prices. It has utilized 
a system of key numbers or symbols stamped or marked upon the cases 
containing the ‘““Beech-Nut brand” products, thus enabling it, for any 
purpose whatsoever, to ascertain the identity of the distributors from 
whom such products were purchased; and that repeatedly, when 
instances of price-cutting have been reported to it by the selected whole- 
salers and retailers, or ascertained in other ways, its salesmen and rep- 
resentatives have been instructed by it to investigate, and that in pursu- 
ance of these instructions they have by means of these key numbers or 
symbols traced the price-cutters from whom the goods have been 
obtained, and have thus ascertained the identity of such price-cutters, 
and have also thus traced and ascertained the identity of distributors 
from whom price-cutters have purchased ‘“Beech-Nut brand” products; 
and has thereafter refused to supply all such dealers with its products, 
whether such dealers were themselves cutting the suggested resale prices 
or were selling to dealers cutting the suggested resale prices. 

The company has and does maintain card records containing the 
names of thousands of jobbing, wholesale, and retail distributors, includ- 
ing the selected distributors, and in furtherance of its refusal to sell 
goods either to distributors selling at less than the suggested resale 
prices, or to distributors selling to other distributors selling at less than 
the suggested resale prices, has listed upon those cards, bearing the 
names of such distributors, the words “Undesirable—Price-Cutters,” 
“Do Not Sell,” or “D.N.S.,” the abbreviation for “Do Not Sell,” or 
expressions of a like character, to indicate that the particular distributor 
was in the future not to be supplied with respondent’s goods on account 
of failure to maintain the suggested resale prices, or on account of fail- 
ure to discontinue selling to dealers failing to maintain such suggested 
resale prices. When the company has received declarations, assurances, 
statements, promises, or similar expressions, as the case may be, by 
distributors which satisfy it that such distributors will resell at the 
prices suggested by it, and discontinue selling to distributors failing to 
maintain the resale prices suggested by it, it has issued instructions to 
“clear the record,” or directions of similar import, notation of which is 
made on the cards, and it has thereafter permitted shipments of its prod- 
ucts to be made to such distributors; and such distributors to whom 
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shipments are thus allowed to go forward constitute the company’s list 
of so-called “selected” jobbers, wholesalers, and retailers, and no dis- 
tributor is thus listed on such card record as one to whom goods are 
allowed to go forward who fails to maintain the resale prices suggested 
by it or sells to distributors failing to resell at such suggested price; 
and when a jobber, wholesaler, or retailer is reported as failing to main- 
tain the suggested retail prices, and has been entered in the card records 
as one to whom shipments should not go forward, respondent notifies 
those jobbers, wholesalers, and retailers who supply the distributor, of 
this fact, and also notifies its specialty salesmen, and gives similar 
notices to such jobbers, wholesalers, and retailers and to its specialty 
salesmen when reinstatements are made in its list of “selected” jobbers, 
wholesalers, and retailers. 

The Circuit Court of Appeals was of opinion that the only difference 
between the price-fixing policy condemned as unlawful in Dr. Miles 
Medical Company v. Park & Sons Company, 220 U.S. 373, 31 Sup. Ct. 
376, 55 L. Ed. 502, and the price-fixing plan embodied in the Beech- 
Nut policy was that in the former case there was an agreement in 
writing, while in this case the success or failure of the plan depended 
upon a tacit understanding with purchasers and prospective purchasers. 
While it expressed its difficulty in seeing any difference between a 
written agreement and a tacit understanding in their effect upon the 
restraint of trade, it, nevertheless, regarded the case as governed by the 
decision of this court in United States v. Colgate & Company, 250 
U. S. 300, 39 Sup. Ct. 465, 63 L. Ed. 992, 7 A.L.R. 443, and, accord- 
ingly, held that the Commission had exceeded its power in making the 
order appealed from. 

The Colgate Case was prosecuted under the Sherman Anti-Trust Act 
(Comp. St. 8820 et seq.) and came to this Court under the Criminal 
Appeals Act (Comp. St. 1704). We therein held that this Court must 
accept the construction of the indictment as made in the District Court; 
and, that upon such construction, the only act charged amounted to 
the exercise of the right of the trader, or manufacturer, engaged in 
private business, to exercise his own discretion as to those with whom 
he would deal, and to announce the circumstances under which he would 
refuse to sell, and that thus interpreted no act was charged in the indict- 
ment which amounted to a violation of the Sherman Act prohibiting 
monopolies, contracts, combinations, and conspiracies in restraint of 
interstate commerce. 

In the subsequent case of United States v. Schrader’s Son, Inc., 252 
U. S. 85, 40 Sup. Ct. 251, 64 L. Ed. 471, this Court had occasion to deal 
with a case under the Criminal Appeals Act, wherein there was a charge 
that a manufacturer sold to manufacturers in several states under an 
agreement to observe certain resale prices fixed by the vendor—which 
we held to be a violation of the Sherman Anti-Trust Act. In referring 
to the Colgate Case we said: 


The court below misapprehended the meaning and effect of the 
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opinion and judgment in that cause. We had no intention to over- 
rule or modify the doctrine of Dr. Miles Medical Company v. 
Park & Sons Company, where the effort was to destroy the deal- 
ers’ independent discretion through restrictive agreements. Under 
the interpretation adopted by the trial court and necessarily 
accepted by us, the indictment failed to charge that Colgate & 
Company made agreements, either express or implied, which under- 
took to obligate vendees to observe specified resale prices; and it 
was treated as alleging only recognition of the manufacturer’s 
undoubted right to specify resale prices and refuse to deal with 
anyone who failed to maintain the same. 


In the still later case of Frey & Son vy. Cudahy Packing Company, 
256 U. S. 208, 41 Sup. Ct. 451, 65 L. Ed. 892, wherein this court 
again had occasion to consider the subject, it was said of the previous 
decisions in United States v. Colgate and United States vy. Schrader’s 
Son, Inc., supra: 


Apparently the former case was misapprehended. The latter 
opinion distinctly stated that the essential agreement, combination 
or conspiracy might be implied from a course of dealing or other 
circumstances. 

By these decisions it is settled that in prosecutions under the 
Sherman Act a trader is not guilty of violating its terms who simply 
refuses to sell to others, and he may withhold his goods from those who 
will not sell them at the prices which he fixes for their resale. He may 
not, consistently with the act, go beyond the exercise of this right, and 
by contracts or combinations, express or implied, unduly hinder or 
obstruct the free and natural flow of commerce in the channels of inter- 
state trade. 

The Sherman Act is not involved here except in so far as it shows 
a declaration of public policy to be considered in determining what are 
unfair methods of competition, which the Federal Trade Commission 
is empowered to condemn and suppress. The case now before us was 
begun under the Federal Trade Commission Act which was intended 
to supplement previous anti-trust legislation. See Report, No. 597, 
Senate Committee on Interstate Commerce, June 13, 1914, 63d Con- 
gress, 2d Session. That act declares unlawful “unfair methods of com- 
petition” and gives the Commission authority after hearing to make 
orders to compel the discontinuance of such methods. What shall 
constitute unfair methods of competition denounced by the act, is left 
without specific definition. Congress deemed it better to leave the 
subject without precise definition, and to have each case determined 
upon its own facts, owing to the multifarious means by which it is 
sought to effectuate such schemes. The Commission, in the first 
instance, subject to the judicial review provided, has the determination 
of practices which come within the scope of the act. See Report, No. 
597, Senate Committee on Interstate Commerce, June 13, 1914, 63d 
Congress, 2d Session. 
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Of the Federal Trade Commission Act we said, in Federal Trade 
Commission v. Gratz, 253 U. S. 421, 427, 40 Sup. Ct57235575.004 
L. Ed. 993): 


The words “unfair method of competition” are not defined by 
the statute and their exact meaning is in dispute. It is for the 
courts, not the Commission, ultimately to determine as matter of 
law what they include. They are clearly inapplicable to practices 
never heretofore regarded as opposed to good morals because char- 
acterized by deception, bad faith, fraud or oppression, or as against 
public policy because of their dangerous tendency unduly to hinder 
competition or create monopoly. The act was certainly not intended 
to fetter free and fair competition as commonly understood and 
practiced by honorable opponents in trade. 


If the “Beech-Nut system of merchandising” is against public 
policy, because of “its dangerous tendency unduly to hinder competition 
or to create monopoly,” it was within the power of the Commission to 
make an order forbidding its continuation. We have already seen to 
what extent the declaration of public policy, contained in the Sherman 
Act, permits a trader to go. The facts found show that the Beech-Nut 
system goes far beyond the simple refusal to sell goods to persons who 
will not sell at stated prices, which in the Colgate Case was held to be 
within the legal right of the producer. 

The system here disclosed necessarily constitutes a scheme which 
restrains the natural flow of commerce and the freedom of competition 
in the channels of interstate trade which it has been the purpose of all 
the Anti-Trust Acts to maintain. In its practical operation it neces- 
sarily constrains the trader, if he would have the products of the Beech- 
Nut Company, to maintain the prices “suggested” by it. If he fails so 
to do, he is subject to be reported to the company either by special 
agents, numerous and active in that behalf, or by dealers whose aid is 
enlisted in maintaining the system and the prices fixed by it. Further- 
more, he is enrolled upon a list known as “Undesirable—Price-Cutters,” 
to whom goods are not to be sold, and who are only to be reinstated 
as one whose record is “clear” and to whom sales may be made upon 
his giving satisfactory assurance that he will not resell the goods of the 
company except at the prices suggested by it, and will refuse to sell to 
distributors who do not maintain such prices. 

From this course of conduct a court may infer—indeed, cannot escape 
the conclusion—that competition among retail distributors is practically 
suppressed for all who would deal in the company’s products are con- 
strained to sell at the suggested prices. Jobbers and wholesale dealers 
who would supply the trade may not get the goods of the company, if 
they sell to those who do not observe the prices indicated or who are 
on the company’s list of undesirables until they are restored to favor 
by satisfactory assurances of future compliance with the company’s 
schedules of resale prices. Nor is the inference overcome by the con- 
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clusion stated in the Commission’s findings that the merchandising con- 
duct of the company does not constitute a contract or contracts whereby 
resale prices are fixed, maintained, or enforced. The specific facts 
found show suppression of the freedom of competition by methods in 
which the company secures the cooperation of its distributors and cus- 
tomers, which are quite as effectual as agreements express or implied 
intended to accomplish the same purpose. By these methods the com- 
pany, although selling its products at prices satisfactory to it, is enabled 
to prevent competition in their subsequent disposition by preventing 
all who do not sell at resale prices fixed by it from obtaining its goods. 

Under the facts established we have no doubt of the authority 
and power of the Commission to order a discontinuance of practices 
in trading, such as are embodied in the system of the Beech-Nut 
Company. 

We are, however, of opinion that the order of the Commission is too 
broad. The order should have required the company to cease and 
desist from carrying into effect its so-called Beech-Nut policy by coop- 
erative methods in which the respondent and its distributors, customers 
and agents undertake to prevent others from obtaining the company’s 
products at less than the prices designated by it—(1) by the practice 
of reporting the names of dealers who do not observe such resale prices; 
(2) by causing dealers to be enrolled upon lists of undesirable pur- 
chasers who are not to be supplied with the products of the company 
unless and until they have given satisfactory assurances of their pur- 
pose to maintain such designated prices in the future; (3) by employing 
salesmen or agents to assist in such plan by reporting dealers who do 
not observe such resale prices, and giving orders of purchase only to 
such jobbers and wholesalers as sell at the suggested prices and refusing 
to give such orders to dealers who sell at less than such prices, or who 
sell to others who sell at less than such prices; (4) by utilizing num- 
bers and symbols marked upon cases containing their products with a 
view to ascertaining the names of dealers who sell the company’s prod- 
ucts at less than the suggested prices, or who sell to others who sell at 
less than such prices in order to prevent such dealers from obtaining the 
products of the company; or (5) by utilizing any other equivalent 
cooperative means of accomplishing the maintenance of prices fixed by 
the company. 

The judgment of the Circuit Court of Appeals is reversed, and the 
case remanded to that court, with instructions to enter judgment in 
conformity with this opinion. 


Reversed. 

Mr. Justice Hotes dissenting: 

There are obvious limits of propriety to the persistent expression of 
opinions that do not command the agreement of the Court. But as 
this case presents a somewhat new field—the determination of what is 
unfair competition within the meaning of the Federal Trade Commis- 
sion Act—I venture a few words to explain my dissent. I will not recur 
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to fundamental questions. The ground on which the respondent is held 
guilty is that its conduct has a dangerous tendency, unduly to hinder 
competition or to create monopoly. It is enough to say that this I 
cannot understand. So far as the Sherman Act is concerned, I had 
supposed that its policy was aimed against attempts to create a monop- 
oly in the doers of the condemned act or to hinder competition with 
them. Of course there can be nothing of that sort here. The respond- 
ent already has the monopoly of its own goods with the full assent of 
the law and no one can compete with it with regard to those goods, 
which are the only ones concerned. It seems obvious that the respond- 
ent is not creating a monopoly in them for any one else, although I 
see nothing to hinder its doing so by conveying them all to one single 
vendee. The worst that can be said, so far as I see, is that it hinders 
competition among those who purchase from it. But it seems to me 
that the very foundation of the policy of the law to keep competition 
open is that the subject-matter of the competition would be open to all 
but for the hindrance complained of. I cannot see what that policy has 
to do with a subject-matter that comes from a single hand that is 
admitted to be free to shut as closely as it will. And to come back to 
the words of the statute I cannot see how it is unfair competition to 
say to those to whom the respondent sells and to the world, you can 
have my goods only on the terms that I propose, when the existence 
of any competition in dealing with them depends upon the respondent’s 
will. I see no wrong in so doing, and if I did I should not think it a 
wrong within the possible scope of the word unfair. Many unfair 
devices have been exposed in suits under the Sherman Act, but to whom 
the respondent’s conduct is unfair I do not understand. 

Mr. Justice McKenna and Mr. Justice BRANDEIS concur in this 
opinion. 


Mr. Justice McReyNotps dissenting: 


With regret, I dissent from the opinion and judgment of the Court. 

This matter was submitted to the Commission upon an agreed state- 
ment of facts, the twelfth clause of which—the last but one— 
declares: 


12. That the merchandising conduct of respondent heretofore 
defined and as herein involved does not constitute a contract or 
contracts whereby resale prices are fixed, maintained and enforced. 


Of course, the Packing Company entered into this stipulation relying 
upon the quoted clause, and I am not at liberty either to disregard it 
or to minimize the plain import of its words. It is not a mere conclu- 
sion of the Commission but a definite and essential admission of record 
upon which the company rested and without which I must conclude a 
different case might have been presented. 

There is no question of monopoly. Acting alone, respondent certainly 
had the clear right freely to select its customers—to refuse to deal when 
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and as it saw fit—and to announce that future sales would be limited 
to those whose conduct met with its approval.* 

If the solemn stipulation did not expressly negative the existence of 
contracts amongst the parties to maintain prices, I should think the 
detailed facts sufficient to support a finding that there were such agree- 
ments. But starting with that plain negation I can find no adequate 
ground for condemning the respondent. 

The very order which the court below is now directed to enter con- 
flicts with the stipulation between the parties by presupposing “methods 
of cooperation between respondent and the distributors of its products, 
especially the cooperative methods by which the respondent and the 
distributors of its products undertake to prevent others from obtaining 
such products at less than the prices fixed by respondent [by] the coop- 
eration of customers in reporting the names of dealers who do not 
observe such resale prices with the view to prevent their obtaining the 
products of the Beech-Nut Company thereafter.”” How can there be 
methods of cooperation, cooperative methods, an undertaking to prevent 
others, or the cooperation of customers with a view to prevent others, 
when the existence of the essential contracts is definitely excluded? 

Having the undoubted right to sell to whom it will why should 
respondent be enjoined from writing down the names of dealers regarded 
as undesirable customers? Nor does there appear to be any wrong in 
maintaining special salesmen who turn over orders to selected whole- 
salers and who honestly investigate and report to their principal the 
treatment accorded its products by dealers. Finally, as respondent may 
freely select customers, how can injury result from marks on packages 
which enable it to trace their movements? The privilege to sell or not 
to sell at will surely involves the right by open and honest means to 
ascertain what selected customers do with goods voluntarily sold to 
them. 

Under the circumstances disclosed, constraint upon the freedom of 
merchants can only result from withholding trade relations or threaten- 
ing so to do. ‘These, when acting alone, respondent may assume or 
decline at pleasure, there being neither monopoly nor attempt to monop- 
olize. And the exercise of this right does not become an unfair method 
of competition merely because some dealers cannot obtain goods which 
they desire, and others may be deterred from selling at reduced prices. 
If a manufacturer should limit his customers to consumers he would 
thereby destroy competition among dealers, but neither they nor the 
public could complain. 


CoMMENTARY: The gist of the majority decision of the court in 
this case was that the company violated the Federal Trade Commission 





4 United States v. Colgate & Company, 250 U.S. 300, 39 Sup. Ct. 465, 63 L. Ed. 
992, 7 A. L. R. 443; United States v. Schrader’s Son, Inc., 252 U.S. 85, 40 Sup. Ct. 
251, 64 L. Ed. 471; Frey & Son v. Cudahy Packing Company (decided April 18, 
1921) 256 U.S. 208, 41 Sup. Ct. 451, 65 L. Ed. 892. 
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Act: by placing identifying marks on packages of merchandise which 
were utilized by the company in tracing the sources of purchase of 
merchandise offered for sale at cut prices; by securing information as 
to the identity of price-cutters by means of reports from wholesalers, 
retailers, and the company’s own salesmen; by maintaining a record of 
price-cutters to whom merchandise was not to be sold or resold; and 
by inducing wholesalers to refuse to sell to price-cutters. 

The statement that the Circuit Court of Appeals erred in its interpre- 
tation of the Supreme Court’s earlier decision in the Colgate case® again 
emphasized the fact that the Colgate decision was based on a technical 
legal consideration rather than on the merits of the business practices 
involved. The decision in this Beech-Nut case, however, was positive 
and far-reaching in its effects. It is to be noted, moreover, that the 
question in this case was one of unfair trading under the Federal Trade 
Commission Act, not a question of monopoly under the Sherman Act 
as in the Colgate case. 

In this Beech-Nut case the dissenting opinion written by Mr. Justice 
Holmes and concurred in by Mr. Justice McKenna and Mr. Justice 
Brandeis is more logical to a layman than the majority decision. State- 
ments by Mr. Justice McReynolds, in his dissenting opinion, also were 
not answered convincingly in the majority decision. These statements 
were as follows: 


Having the undoubted right to sell to whom it will why should respondent 
be enjoined from writing down the names of dealers regarded as undesirable 
customers? Nor does there appear to be any wrong in maintaining special 
salesmen who turn over orders to selected wholesalers and who honestly 
investigate and report to their principal the treatment accorded its products 
by dealers. Finally, as respondent may freely select customers, how can 
injury result from marks on packages which enable it to trace their move~ 
ments? The privilege to sell or not to sell at will surely involves the right 
by open and honest means to ascertain what selected customers do with goods 
voluntarily sold to them. 

Under the circumstances disclosed, constraint upon the freedom of mer- 
chants can only result from withholding trade relations or threatening so to 
do. These, when acting alone, respondent may assume or decline at pleasure, 
there being neither monopoly nor attempt to monopolize. And the exercise 
of this right does not become an unfair method of competition merely 
because some dealers cannot obtain goods which they desire, and others may 
be deterred from selling at reduced prices. If a manufacturer should limit 
his customers to consumers he would thereby destroy competition among 
dealers, but neither they nor the public could complain. 


These statements by Mr. Justice McReynolds are to the point. With 
them and with their import I am in agreement. 


5 United States v. Colgate & Company, page 473. 
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The decision by the majority of the court in this case, unintentionally 
of course, was discriminatory in tendency and subversive of sound 
ethics. In a statement quoted by the court from its decision in the 
Colgate case, reference was made with approval to “a manufacturer’s 
undoubted right to specify resale prices and to refuse to deal with any 
one who failed to maintain the same.” According to this statement a 
manufacturer who sold his products directly to retailers could attempt 
to secure maintenance of the retail prices which he specified. The 
Beech-Nut Packing Company, however, was placed in a different posi- 
tion by the fact that it utilized the services of wholesalers in distributing 
its products, presumably because that method of marketing was more 
economical than the maintenance of a wholesale sales organization by 
the company would have been and also because it aided the company 
in competing effectively with the manufacturers of similar merchandise; 
it helped the company to maintain intensive distribution. 

Inasmuch as a company which sells its products directly to retailers 
was stated to have the right to specify resale prices to consumers and to 
refuse to sell to a price-cutter, one effect of this decision will be to dis- 
courage distribution through wholesalers, even when that method is the 
most economical for the manufacturer. For if a manufacturer like the 
Beech-Nut Packing Company, which distributes its products through 
wholesalers, may not enlist the cooperation of the wholesalers in secur- 
ing the observance of resale prices by retailers while a manufacturing 
company selling directly to retailers is privileged to secure observance 
of his suggested resale prices by retailers by the exercise of the right to 
refuse to sell to price-cutters, the effect is to discriminate against the 
employment of wholesalers and to encourage the use of less economical 
methods of distribution by manufacturers who conclude that they can 
develop their business and meet competition most effectively by the 
standardization of resale prices to consumers. 

As a practical matter, when a company which is honorable in its 
dealings suggests standard resale prices to consumers, it will seek to 
have them observed. If it is to have them observed, it must take cog- 
nizance of price-cutting and price-cutters. It must expect to receive 
information regarding price-cutting and attempt to dissuade price- 
cutters from continuing the practice. For operating purposes, it is 
essential that the company keep a record of its negotiations and trans- 
actions with price-cutters and a list of the firms with which it has 
decided not to deal. If the company distributes its products through 
wholesalers, it should be privileged to enlist their cooperation in dis- 
couraging price-cutting by retailers, in order that that method of dis- 
tribution be accorded fair treatment. 

In this case the majority opinion of the court dealt superficially with 
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the question, probably because of a failure fully to comprehend the 
situation. The court stated that a manufacturer had the undoubted 
right to specify resale prices. If the Beech-Nut Packing Company was 
within its rights in specifying standard resale prices to consumers, its 
action in specifying the resale prices involved a moral obligation to seek 
to have those prices observed; any other course would have been one 
of hypocrisy. The methods which the company employed for carrying 
out its policy honorably, therefore, should not have been condemned. 
Since the court recognized a manufacturer’s right to specify resale 
prices, but prohibited the use of effective means of exercising that right, 
its decision in this case was not conducive to the observance of high 
standards of ethics in business, 


June, 1926 M. T.C. 


FEDERAL TRADE COMMISSION v. CREAM OF WHEAT 
Company! 


MANUFACTURER—CEREAL 


Pric—E MAINTENANCE—Standardization of Resale Prices by Cooperative 
Means Held Illegal. The company, which manufactured and sold to 
wholesalers and large retailers a nationally advertised cereal, endeavored 
to maintain standard resale prices for its product. The Federal Trade 
Commission ordered the company to discontinue its policy of main- 
taining minimum resale prices by cooperative means such as: entering 
into contracts or understandings with customers; securing reports as to 
price-cutting; notifying customers and sales agents of price-cutters to 
whom sales were not to be made; requiring extra price from price- 
cutters during a probation period as condition of their reinstatement on 
the regular basis.” 


Prick MAINTENANCE—Variance of Prices to Penalize Price-Cutters. The com- 
pany, which manufactured and sold a nationally advertised cereal, en- 
deavored to maintain standard resale prices for its product. As a means 
to this end, the company placed price-cutters upon probation, penalizing 
them as to prices charged them for its product until it appeared that they 
would not cut prices again. This practice was declared illegal by the 
Federal Trade Commission.” 


(1925) 
COMPLAINT 


Acting in the public interest pursuant to the provisions of an Act of 
Congress approved September 26, 1914, entitled “An Act to create a 
Federal Trade Commission, to define its powers and duties, and for 
other purposes,” the Federal Trade Commission charges that Cream of 
Wheat Company, hereinafter referred to as respondent, has been and is 
using unfair methods of competition in commerce in violation of the 
provisions of Section 5 of said Act. 


. . . ° . . . . ° ° ° 


Paragraph 3. The acts of respondent alleged in the two last preced- 
ing paragraphs, tend to constrain all jobbers, wholesalers, and retailers 
handling its product to sell the same uniformly at the prices fixed by 
respondent to retailers and to the public and to prevent them from 
selling such products and merchandise at such lower prices as they 
deemed would be adequate and warranted, and are adequate and war- 
ranted, by their respective selling costs and efficiency and thus tend to 
hinder and suppress competition in the sales of such products by jobbers, 


1 Federal Trade Commission, Docket 890, April 11, 1925. 
2 Headnote by Graduate School of Business Administration. 
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wholesalers, and retailers; respondent’s said practices, therefore, tended 
and still tend unduly to restrain the natural flow of commerce and the 
freedom of competition in the channels of interstate trade. 


FINDINGS AS TO THE FACTS 


Paragraph 1. A stipulation as to the facts, in lieu of testimony 
(Commission’s Exhibit 1)* was entered into by counsel for the Com- 
mission and for the respondent, providing for offering by either party of 
testimony or other evidence of facts in addition to that therein stipu- 
lated, and testimony or evidence supplementing or explaining the same 
subject-matter. Such additional, supplementary, and explanatory evi- 
dence was given in the form of testimony and exhibits chiefly, which 
make up the bulk of the record in this case. The following findings 
are based on all the evidence named. 


Par. 2. The respondent, Cream of Wheat Company, since 1897 and 
during all the times herein mentioned, has been, and still is, a corpora- 
tion duly organized and existing under the laws of the state of North 
Dakota and a citizen of that state, and is, and has been for over twenty 
years last past, duly licensed and qualified in accordance with the laws 
of the state of Minnesota, to transact business in the state of Minnesota, 
and during the past twenty years has had, and still has, its principal 
place of business in the city of Minneapolis, Minnesota. 


Par. 3. The respondent, during all the times herein mentioned, has 
been, and still is, engaged exclusively in the business of packing and 
selling and distributing to its customers throughout the United States 
and in foreign countries, under the name of “Cream of Wheat,” purified 
middlings, which said packing and selling is all done at and from the 
plant of respondent located in Minneapolis (except a plant at Winni- 
peg, which supplies the Canadian trade). Respondent and its distribu- 
tors generally are engaged in interstate commerce in the sale of Cream 
of Wheat among the states of the United States and between the United 
States and foreign countries. Shipments to purchasers are made either 
directly from respondent’s plant in Minneapolis, or from warehouses 
situated at other places in the United States, in which warehouses 
quantities of Cream of Wheat are kept by respondent, and from which 
warehouses shipments to purchasers are made under its direction. 

Such warehouses are either private or public warehouses receiving 
shipments from respondent and storing the same, and making shipments 
therefrom on the order of respondent and at the usual warehouse charges 
for such purposes, which said charges are paid by respondent. Such 
warehouses so used by respondent are located in about 40 cities scat- 
tered throughout the United States. 


Par. 4. Respondent employs no traveling salesmen. Respondent 
has at certain localities in the United States, soliciting sales agents, 
through whom it receives orders for Cream of Wheat, which orders are 


3 Exhibits not published herein. 
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taken subject to acceptance by respondent and if accepted, are filled by 
respondent, or under its direction, either from its stock of Cream of 
Wheat in Minneapolis, or from the stock in one of its warehouses. Such 
agents, at the time of this stipulation and for varying periods prior 
thereto, are: 


Lamont, Corliss & Company, 131 Hudson St., New York City. 

C. G. Whitcomb, 20 E. Lake St., Chicago, Illinois. 

Spohn & Thamer, Denver, Colorado. 

Spohn & Clark, Salt Lake City, Utah. 

Cooney Brokerage Company, Billings, Montana. 

The Johnson Leiber Company, Boise, Idaho. 

Hodgson Brothers Commission Company, Spokane, Washington. 

Ariss, Campbell & Gault, Seattle, Washington. 

Ariss, Campbell & Gault, Tacoma, Washington. 

Ariss, Campbell & Gault, Portland, Oregon. 

C. E. Cumberson Company, 25 Spear St., San Francisco, California. 

Bradley, Kuhl & Company, 849 Traction Ave., Los Angeles, Cali- 
fornia. 

L. H. Kassel & Company, Fort Worth, Texas. 


With the exception of C. G. Whitcomb, none of said sales agents are 
engaged exclusively in the sale of Cream of Wheat. Lamont, Corliss & 
Company are sales agents for the marketers of 10 different lines, in 
some of which their business exceeds that done by them in Cream of 
Wheat. 


Par. 5. The sales and distributing of Cream of Wheat by respondent 
in its business as above described, extend to all the states of the United 
States, and all territory within its jurisdiction, and, to some extent, to 
foreign countries. Respondent has sold, and now sells, principally to 
wholesalers or jobbers. The number of customers to whom it sells is 
approximately 4,500, which include nearly the entire number of whole- 
salers of cereal products and groceries in the United States. Cream of 
Wheat is sold at retail, that is, to the ultimate consumer, by nearly all 
retailers of groceries and cereal products in the United States, estimated 
by respondent to number over 300,000. The wholesalers or jobbers to 
whom respondent sells, resell, in turn, to retailers within the radius 
of their respective trades. Sales and deliveries are made by respondent 
at a uniform delivered price to such purchasers, f.o.b. cars at the place 
of purchaser’s business. 


Par. 6. Respondent has sold, and now sells, direct to certain large 
retailers whose business enables them to buy in wholesale or carload 
lots, at the prices and upon the terms required by respondent from 
wholesalers. Among such retailers are certain so-called “chain store 
organizations.” A “chain store organization,” as here intended, is an 
individual, corporation or partnership owning or operating a group of 
retail stores. 
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Par. 7. Respondent refuses to sell to “collective purchasers,’ or 
buying pools of independent stores, as distinguished from “chain stores.” 
Respondent refuses to sell to any customer who buys for the purpose 
of reselling to other customers of the same class, for instance, whole- 
salers, and respondent refuses to sell to a purchaser in carload lots and 
at carload prices, who buys for the purpose of dividing such shipments 
with other customers, or for the purpose of having “drop” shipments— 
that is, a part of a carload delivered at one point and another part of 
the same carload at another point. Respondent does not sell to mail- 
order houses. These practices described in this paragraph have been 
in force for the past 20 years. 


Par. 8. Respondent markets Cream of Wheat in unit packages of 
28 ounces net per package, which are packed in wooden boxes, or cases, 
36 packages to the case; and in making sales, respondent sells in either 
carload lots or less, delivered f.o.b. cars at customer’s city, terms 30 days 
net or 1% discount for cash, 10 days from date of invoice. 

The average annual sales by respondent in the United States during 
the past 10 years have been about 600,000 Cases. In the year 1921 
they were approximately 675,000 cases. The gross sales receipts by 
respondent for the 10 years 1912-1921 were as follows: 1912, $2,645,- 
855: 1913, $2,810,560; 1914, $2,897,424; 1915, $2,982,776; 1916, 
$3,171,027; 1917, $2,871,845; 1918, $2,725,710; 1919, $4,964,142; 
1920, $5,354,494; 1921, $5,785,918. 

Par. 9. The unit packages of 28 ounces each, in which respondent 
sells its product, consist, besides the contents of Cream of Wheat, of 
paper-box containers or cartons, on each of which is the name “Cream 
of Wheat,” together with the copyrighted illustration used by respond- 
ent in connection with its busiaess, and the name of respondent and its 
place of business, namely, Minneapolis, Minnesota. The name “Cream 
of Wheat” is the peculiar and sole trade name used by respondent in 
its said business, and respondent has acquired and is the sole owner of 
the trade-mark of the said name “Cream of Wheat,” and of the copy- 
right covering the printed illustration shown on such carton in which 
said Cream of Wheat is packed, and respondent has used the said name 
and carton in its said business for more than 20 years last past. The 
wooden boxes or cases in which said unit packages are sold are marked 
under the trade name of “Cream of Wheat.” 


Par. 10. “Purified middlings” are the granules of wheat produced 
at different stages in the process of crushing the wheat berry in the 
manufacture of flour, separated by screening and wind from impurities 
and innutritious parts. About 74% of the wheat made into flour passes 
through the stage of purified middlings. If more than 6% of such puri- 
fied middlings is drawn off, the quality of the flour is deteriorated. Of the 
total volume of purified middlings commercially available, a small frac- 
tion, approximately 5%, is used by the respondent for its “Cream 
of Wheat.” The purified middlings from hard wheat grown in the 
Northwest are used for Cream of Wheat and also for competing brands. 
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Par. tr. Respondent buys in the open market certain quantities of 
purified middlings of such quality and size and color as accord with the 
standard of selection fixed by respondent for the uses for which Cream 
of Wheat is used, and packs and markets the same under its said brand 
of “Cream of Wheat.” Such “middlings” so marketed by respondent 
is first cleaned by it of dust and extraneous matter by wind and gravity, 
and in passing through the machinery for such purpose and to deliver 
the same into the packing cartons, such “middlings” is subjected to heat 
not exceeding 180 degrees Fahrenheit, by which impurities, in the form 
of animal life, are diminished or eliminated. After such cleaning, the 
purified middlings is packed in cartons, which are sealed tightly to 
prevent or diminish deterioration through atmospheric changes or by 
the entrance of animal life such as weevils. 


Par. 12. Cream of Wheat, as sold by respondent, has acquired with 
the public a wide and favorable reputation, and the consumption has 
steadily increased in this country and foreign countries. It is used, 
after cooking, by the individual consumer as breakfast food, and in 
other ways. 

Par. 13. Purified middlings, as a cereal food, is sold under the 
name of “purified middlings” and also, in the United States, in various 
localities, in package form under various trade-marks or names, in com- 
petition with Cream of Wheat in interstate commerce. 

Intrinsically, other brands of cereal foods prepared from purified 
middlings are as wholesome and as valuable as a food as “Cream of 
Wheat”; in fact, they are essentially the same except as to name. 


Par. 14. Respondent has always conducted, on a very large and 
expensive scale, a system of national advertising of Cream of Wheat in 
magazines and periodicals of the widest circulation such as the Ladies’ 
Home Journal and the Saturday Evening Post. 


Par. 15. Respondent sells, it is roughly estimated, about 40% of 
the package cereal foods prepared from purified wheat middlings and 
sold in the United States by concerns which advertise nationally. Such 
firms which advertise nationally sell the great bulk of package cereal 
foods prepared from purified wheat middlings. 


Par. 16. Sales and deliveries of Cream of Wheat are made by 
respondent at a uniform delivered price at any given time, or at a price 
which makes the cost of Cream of Wheat to all purchasers the same, 
f.o.b. cars their places of business, no matter at what points within the 
United States the places of business of such purchasers may be located. 
From September, 1916, to May, 1919, however, respondent charged 
higher delivered prices for Cream of Wheat delivered at points in the 
Pacific Northwest than for that delivered at points east of the Rocky 
Mountains. 

Par. 17. Excluding these exceptional figures for the Pacific North- 
west, respondent’s prices to wholesalers and the resale prices which it 
requested them to observe have been as follows: 
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In Less- | Minimum 
than- Resale 

Carload Price 
Lots Requested 


Prior to Sept. 14, 1916.....---+eeeeerserreees $4.10 $4.50 
Sept. 14, 1916, to Apr. 15, I917°--- +--+ ++ eee 4.90 5.40 
Apts 18; 1917, to May 11, 190197: <- ore sear 5.20 5.75 
May 11 to Nov. 22, 1919....--++sserer errr 6.80 7.50 
Nov. 22, 1919, to Dec. 16, 1921....--+-+-+---> 8.15 9.00 
Dec. 16, 1921, to Dec. 16, 1922......------+:- 6.80 7.50 
Dec. 16, 1922, to—...-.---+--- 6.20 6.90 


Par. 18. When it sells direct to retailers, respondent does so on the 
same terms as to payment and at the same prices which at the same 
time apply in its sales to wholesalers. 

In the case of retailers to whom respondent sells direct, when the 
resale price per case (wholesale) was $4.50, the minimum resale price 
per package was 14 cents. 

When the resale price per case (wholesale) was $7.50, the minimum 
resale price per package was 25 cents. 

When the resale price per case (wholesale) was $9, the minimum 
resale price per package was 30 cents. 


Par. 19. The term “resale price” as used in these findings means 
the resale price named by respondent, and “price-cutting” and “price- 
cutter” mean respectively selling below and sellers below such resale 
prices. 


Par. 20. Respondent’s prices and resale prices were regularly com- 
municated to customers and prospective customers in typewritten or 
mimeographed form, in connection with inquiries and orders from new 
customers and upon change of its prices by respondent. 


Par. 21. Soon after its organization in 1897, respondent adopted 
and has since maintained a policy of fixing and enforcing minimum 
resale prices at which Cream of Wheat should be sold by its vendees, 
and, among the means adopted by it to that end, it has advised its 
agents and customers and prospective customers from time to time of 
its resale prices and requested of its customers and prospective cus- 
tomers that they observe such resale prices in all their sales, declaring 
its purpose to refuse to accept or fill any further orders from those who 
should sell at prices below said minimum, or from those who supplied 
dealers who so cut its resale prices. 

Respondent has informed itself as to cutting of its resale prices 
through advertisements and lists of prices put out by customers, which 
have come to its attention, and has solicited and been furnished in 
response with reports or information of cutting of its resale prices by 
customers, (a) from other customers, (4) from other dealers or asso- 
ciations of dealers, and (c) from respondent’s sales agent.. Where it 
learned by such means that customers were cutting its resale prices, or 
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selling to others who were, it has been its policy to refuse further sales 
where it deemed such action necessary to prevent further cutting of its 
resale prices. Respondent, prior to 1913, entered into agreements and 
contracts with customers, by which, in terms, they bound themselves 
to maintain its resale prices, and since it has at times sought and 
received from customers and prospective customers assurances of the 
observance of its resale prices amounting in substance to agreements or 
understandings to that end. 


Par. 22. Under date of January 25, 1913, respondent issued to the 
trade a letter, stating its purpose to be “to obviate any misunderstand- 
ing” as to its position “with regard to the question of maintenance of 
prices on our product” and to place before all its customers “‘a statement 
of our position which shall control as to all future dealings.” It pro- 
ceeds to “notify all our customers” that it hereby withdraws and 
rescinds all orders, rules, directions, and requests, and (while denying 
the existence of any agreement, express or implied) “we also withdraw 
and rescind, in so far as any such exist, all agreements, express or 
implied, actual or constructive, now or heretofore existing between this 
company and its customers with reference to the maintenance of prices 
by such customers,” and that sales of Cream of Wheat shall not be 
affected by previous communications on that subject. It states that in 
the future, the respondent shall not sell to consumers, to retailers, or 
to chain or department stores, but exclusively to wholesalers; that it 
shall not require of them any agreement to “maintain any price which 
we may establish or observe any rules which we may see fit to make. 
We do, however, request that they shall maintain, in their sales to their 
retail customers, such prices as we deem to be to the best interests of the 
consumer and to our own business and to the general trade,” and that 
they would observe such rules as to sales as respondent may announce. 
Respondent warns that by this it does not intend to waive its right to 
refuse sales to any customer who fails to comply with any rule or request 
made by it, whose infringement it deems prejudicial to the interests 
named above, and that it will exercise such right so far as it may law- 
fully. It disclaims any purpose to create any restraint of trade or 
monopoly, but to protect the consumer from them from others. 

It states that “in the case of a perishable product like Cream of 
Wheat, it is essential to the protection of the consumer” and its business 
that it be kept moving through the greatest possible number of dealers, 
to conserve the reliance of the consumer on its purity and freshness. 
It therefore “prohibits, so far as we may, practices which prevent” such 
distribution. ‘The prices fixed by us” are fair, it declares to consumer 
and dealers. “A wholesaler who buys in abnormally large quantities 
and cuts the price,” it declares, creates unfair competition and acquires 
a monopoly, defeats proper distribution and causes stale goods to be 
offered for sale. “The only way,” the letter concludes, to protect the 
value of its product and business to itself and the trade, “is by dis- 
couraging, through the announcement and enforcement of proper rules 
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and requests, all practices by dealers which are repugnant to the object 
which we seek to attain.” 


Par. 23. Respondent’s general admissions of its practices relating 
to resale prices .. . . are divided into two statements, paragraphs 17 
and 19, purporting to cover its practices prior to and since January, 
1913, the date of the letter, abstract of which appears in paragraph 22 
hereof, as a dividing line. The stipulation contains the provision in 
paragraph 17 thereof: “Nothing contained in this paragraph 17 shall be 
deemed an admission by the Commission that the policy and practices 
as therein stated as existing prior to January, 1913, have not continued 
thereafter.” Paragraph 17 of the stipulation includes the following: 
“Respondent also, prior to 1913, entered into agreements and con- 
tracts with customers, by which, in terms, they bound themselves to 
maintain its resale price.” Paragraph 19 of the stipulation, being re- 
spondent’s admissions as to its resale price practices subsequent to 
January, 1913, does not include agreements. It substantially repeats 
the other practices set out in paragraph 17. As these practices con- 
tinued after January, 1913, so, the evidence shows, respondent did not 
abandon altogether agreements in substance with its customers to ob- 
serve its resale prices, though it modified them in form. It employed 
such means of enforcing its resale prices, from time to time, as are more 
particularly set forth in the following findings. 


Par. 24. Early in 1921 the National Chain Store Grocers’ Associa- 
tion opened negotiations with the Cream of Wheat Company looking 
to sales of Cream of Wheat direct to its members, conducting retail 
stores. Paragraph 20 of the stipulation ... . covers the history of 
these negotiations, including correspondence. The letter of respond- 
ent’s president to the association’s secretary, dated February 28, 1921, 
in reviewing respondent’s past dealings particularly with chain stores, 
contains references to “personal” agreements, “explicit understanding,” 
“express understanding,” “promises,” by customers, past and existing, 
subsequent to 1913, to observe respondent’s resale prices, on the keep- 
ing of which continuance of sales to them by respondent depends. In 
the letter of February 25, 1921, President Mapes makes the respond- 
ent’s policy as outlined by him apply to wholesalers as well: “In other 
words, we have continued to sell the American Stores Company and the 
National Grocery Company because they have kept their promises with 
regard to the resale price. We have refused to sell the Great Atlantic 
and Pacific Tea Company because they did not keep their promises. 
The same thing applies to wholesale grocers who are in no way con- 
nected with the retail trade, either directly or indirectly. We have not 
sold Reid-Murdock & Company, of Chicago, a case of goods for five or 
six years, for the reason that they refused to comply with our wishes 
with regard to resale prices to their retail customers, and we are fre- 
quently obliged to refuse sales to exclusive wholesalers for the same 
reason.” Respondent’s president states, in the same letter, “There is 
no reason, as far as the writer can see, why we might not be willing to 
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sell concerns such as, for example, are represented by the officers whom 
you show on your letter-head, if we could be assured that, notwith- 
standing the fact that on account of their buying in carload quantities, 
they were not taking advantage of this to resell in their retail stores at 
a price lower than the ordinary retailer not connected with any chain 
store proposition, can afford to sell. Unfortunately, however, as was 
evidenced particularly in the case of the Great Atlantic and Pacific 
Tea Company, we cannot always trust to their promises. They are by 
no manner of means the only sinners in this respect.” 

In his letter of March 26, 1921, President Mapes states that the only 
reason he saw why respondent might not sell to the chain stores was 
“the question as to whether or not we could depend on these chain 
stores to maintain what we would consider an adequate retail price on 
our goods, which at present we would say would be 30 cents a package.” 
Distinguishing between chain stores constituting “an organization owned 
and controlled by one company” having a large number of retail stores 
“absolutely under their control,” and loose associations of retail stores 
to enable its members to buy at wholesale prices, President Mapes 
states: ‘The second class, I cannot see that it would be desirable for us 
to sell under any circumstances. The first class, such as you repre- 
sent, we might be willing to place on our list of customers, always pro- 
viding that we could be satisfied that they would absolutely maintain 
our resale retail price, in all of their stores. The difficulty, however, 
with this would lie in the fact as to whether or no the National Chain 
Store Grocers’ Association could control their members. As you say, 
we are selling some of your members, and this is for the reason that, 
in as far as we know, they live up to their agreements. We do not sell, 
for example, the Great Atlantic and Pacific Tea Company, because they 
did not live up to their agreements, and we have no reason to suppose 
that their word is worth anything more now than it was several years 
ago.” He then states: “Should we sell to members of your associa- 
tion, it would have to be on identically the same basis as we now sell 
to the wholesale grocery trade—namely, we do not exact any contract 
or make any agreements of any kind or nature whatsoever, with the 
wholesale grocer to whom we sell our goods, and after buying any 
quantity of our goods we do not question his right to resell it at any 
price which he may see fit. We do, however, suggest that, in the gen- 
eral interest of the trade, we consider it advisable that he should 
maintain a resale price,’ and so forth, stating terms of sale, and so 
forth. He then states the policy of the company to refuse further sales 
to dealers who cut respondent’s resale prices, also to advise other cus- 
tomers of such refusal and cut off any customer who thereafter sells 
to such resale price-cutters. 

The correspondence in evidence between the respondent and the 
National Chain Store Grocers’ Association and members of that asso- 
ciation, looking to direct selling to the latter, read in the light of these 
opening letters of the series, show that respondent was operating in 
some cases on the basis of agreements to maintain resale prices, 
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and that respondent’s letters look to and result in agreements or under- 
standings with its prospective customers for the maintenance of its 
resale prices, notwithstanding the express disclaimers in them of con- 
tracts or agreements; particularly in view of their repeated statements 
of the condition of sales, as, for example, “always providing that we 
could be satisfied that they would absolutely maintain our resale retail 
price, in all their stores” (letter of March 26, 1921); “provided we 
can be satisfied that your company, including all of your branch stores, 
without exception, can see its way clear to comply with our request as 
to the price at which you will resell Cream of Wheat,” and so forth 
(letter of April 22, 1921). 

The policy stated in respondent's letters is declared therein to apply 
to its dealings generally, that is, with wholesalers as well as retailers: 
“Bear in mind I am outlining no different method of procedure with 
any member of your association, than we follow with all of the cus- 
tomers which we now have on our books, which run into a great many 
thousands.” (Letter of March 26, 1921). 

In accepting business with the National Association’s members, re- 
spondent relied on their control of their unit stores in the matter of 
maintaining its resale prices, and their implied assurance that such 
control would be exercised to secure such observance. If respondent 
did not look to an agreement or understanding to that end, it could 
have merely exercised its right to cut off individual members of the 
chain organization which cut its resale prices. The letters of respond- 
ent to individual chain store organizations, repeating its statement to 
the National Association of the condition as given above, of its doing 
business, look to assurance in advance, or agreement, for the observ- 
ance of its resale prices. The responses of individual chain store or- 
ganizations, in accepting the offer of sales with the conditions as to 
observance of respondent’s resale prices named in respondent’s letters 
to them, show they understood them as calling for an agreement and 
that they responded on that basis. Respondent acted on such responses. 
Besides the cases referred to in paragraph 20 of the stipulation... . 
the correspondence with Larkin & Company... . and with James 
Butler, Inc., . . . . are instances of respondent’s dealings with chain 
stores as to agreements or understandings, down to the time of the 
complaint herein, and later. 

Illustrating more fully the character of the transactions between re- 
spondent and members of the National Chain Store Grocers’ Associa- 
tion, following the negotiations between respondent and that organ- 
ization described above and fully set out in paragraph 20 of the stipu- 
lation . .. . respondent on April 22, 1921, addressed a letter to Charles 
M. Decker & Brothers, Thrift Stores, Inc., Orange, New Jersey, 
acknowledging their letter requesting that company be again put on re- 
spondent’s list of customers, and stating its terms as follows: 


We will be very glad to add your company to our list of cus- 
tomers to whom we sell Cream of Wheat direct, provided we can 
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be satisfied that your company, including all of your branch 
stores, without exception, can see your way clear to comply with 
our request as to the price at which you will resell Cream of 
Wheat, as well as in certain other respects which we will enumerate 
further on in this letter. 

As you know, in selling our product to our wholesale customers, 
we do not in any way make any agreement with them or attempt 
to make any agreement with them, as to the price at which they 
shall resell Cream of Wheat to their retail trade. In selling them, 
however, we request that in reselling Cream of Wheat to their retail 
trade they do so at a price not less than the price we request of 
them. 

In the event a wholesale customer does not see fit to comply 
with our request as to the price at which he shall resell Cream of 
Wheat to his retail trade, we exercise the right which we legally 
have, and refuse to sell him any further quantity of our product. 

In the case of your company, selling direct as it does, to the 
consumer, were we to put you on our list of customers for the 
direct sale of Cream of Wheat, it would be with the request that 
you resell to your consumer trade at a price which at present 
would be not less than 30 cents per package. 

This would apply, without exception, to each and every one of 
your branch stores. If any of these branch stores, for any reason 
whatever, sold Cream of Wheat for less than our requested price, 
we would certainly refuse to sell that branch, and all the other 
stores of your company, any further quantity of Cream of Wheat. 

And, in the event we did so refuse to sell your company Cream 
of Wheat, we would undoubtedly so advise all the other companies 
in your association, as well as the wholesalers in your territory. 
And in advising them of our refusal to sell you, we would request 
them not to resell Cream of Wheat to you. 

In the event they did sell you Cream of Wheat, contrary to 
our request, we would refuse to sell them further quantities of 
our product. 

As stated above, if we can satisfy ourselves that our requests as 
stated above will be complied with, we will be very glad to sell 
Cream of Wheat to you direct. We are willing to do this in the 
case of companies such as yours because, through stock ownership 
of your branches, you can absolutely control the selling policy of 
those branches if you wish. 

In the event we sell you Cream of Wheat direct, our price to 
you, at present, would be $8 per case in car lots (minimum car 
500 cases), or $8.15 per case in less than car lots; terms 30 days 
net or 10% discount if invoice is paid within 10 days of date of 
invoice. 

The above car-lot price is the price delivered f.o.b. cars any 
regularly established commercial freight delivery station, where 
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car-lot shipments are regularly received. The less-than-car-lot 
price is the price delivered f.o.b. warehouse door in any town or 
city where we have warehouse stocks, or f.o.b. any regularly estab- 
lished commercial freight delivery station in a town or city in 
which your company has a branch store—and in not less than 
five-case lots. 

Under no circumstances do we make drop shipments of our 
product. 

In selling you Cream of Wheat it would be on the understand- 
ing that your purchases were for the sole use and sale from your 
own branch stores, and not to be resold or divided with your com- 
petitors, under any conditions. 

We have gone into this matter at length, as, in the event we 
make a connection with your company, we want you to be thor- 
oughly familiar with our selling policy. This policy we have main- 
tained for a good many years, and is one we intend to maintain so 
far as we legally can in the years to come. 

We thank you for your letter regarding this matter and shall 
await with interest your further favors. 

Yours very truly, 


CREAM OF WHEAT 


By D. F. Bull (Signed) 
Treasurer 


This letter was repeated in identical terms on September 21, 1921. 

Letters practically identical in terms with the above letter of April 
22, 1921, were addressed by the respondent, in response to applications 
by members of the National Chain Store Grocers’ Association for direct 
sales to them of Cream of Wheat, to: 

Kroger Grocery and Baking Company, Cincinnati, Ohio; Pender- 
Dilworth, Inc., Norfolk, Virginia; Sanitary Grocery Company, Inc., 
Washington, D. C.; The Fisher Brothers, Cleveland, Ohio; H. C. 
Bohack Company, Inc., Brooklyn, New York; and others, representing 
together several thousand retail stores. 

In its letter to the Pender-Dilworth Company, Inc., of Norfolk, Vir- 
ginia, under date of January 12, 1922, stating its terms as set out in 
full in the letter to Decker Brothers above, the respondent added: 
“We are not shipping the order for 100 cases until we hear from you, 
as we wish to be satisfied that your ideas with regard to the resale of 
our products at retail agree with our views before we place you on our 
list of customers for the direct sale of Cream of Wheat.” The Pender- 
Dilworth Company telegraphed to respondent under date of January 12, 
1922: “Ship immediately 100 cases stop Will comply with all condi- 
tions stop Yours 12 instant.” 

In reply to the letter of respondent of the form above indicated ad- 
dressed to it under date of August 11, 1921, the Sanitary Grocery 
Company, of Washington, D. C., replied under date of August 15, 1921: 
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Note all that you have said. Have read your letter carefully. We 
simply “saw wood” and do business as we have done in the past. 


The respondent, replying under date of August 26, 1921, writes: 


We thank you for your letter of the 15th and are glad to note 
that your ideas coincide with ours with regard to the sale of 
Cream of Wheat, as indicated in our letter of August 11. 


Respondent, under date of August 29, 1921, wrote to its sales agents, 
Lamont, Corliss & Company, as follows, referring to the Sanitary Gro- 
cery Company: 


Their reply has been received and they agree to conform to our 
wishes. You may, therefore, accept their orders with the terms as 
stated in our letter of August 11, and we trust you will be good 
enough to have your representative watch these people to see that 
they maintain a sale price in their retail stores at 30 cents per 
package. 


In response to a letter similar to that of April 22, 1921, quoted above, 
and concluding: ‘We thank you for your order and shall await with 
interest your further favors,” Albrecht & Company, of Akron, Ohio, 
replied under date of May 24, 1922: “If your price is reduced or ad- 
vanced at any time in the future, if you will advise us your minimum 
price we will be glad to conform to it.” 

Respondent replied to this letter on May 31, 1922: 


Please understand that we do not want any agreement with you, 
or anything like an agreement, as to how you shall resell our prod- 
uct. We simply reserve the right to refuse to sell you any more 
of our product in the event you did not see fit to comply with any 
request which we make of you, in connection with the sale of our 
Products. If you still wish us to send you 25 cases of Cream 
of Wheat, kindly wire us at our expense, and we will immediately 
forward your order. 


Under date of October 5, 1921, the H. C. Bohack Company, Inc., 
of Brooklyn, New York, a member of the National Chain Store 
Grocers’ Association, applied to the respondent to be put on its list of 
customers whom it sold direct, and the respondent requested its sales 
agents, Lamont, Corliss & Company, under date of October 11, 1921, 
to give it a report on the applicant, which was done, and resulted in 
the respondent’s addressing a letter setting out its terms as quoted 
above, in somewhat abbreviated form. On November 1, 1921, the 
Bohack Company replied: “We are in receipt of your letter of October 
26th, and we agree to live up to your requirements regarding the sale 
of Cream of Wheat,” adding shipping directions. On November 7, 
1921, the respondent wrote the Bohack Company, disclaiming agree- 
ments as to resale prices, and stating that Bohack Company’s order 
of 500 cases of Cream of Wheat would be promptly filled. 
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In response to the circular letter (April 22, 1921, quoted above), the 
Larkin Company, of Buffalo, New York, wrote under date of Septem- 
ber 15, 1921: 


We have your favor of September ro referring to our order No. 
102,805 for 25 cases of Cream of Wheat. We wish to assure you 
that we will abide by any suggestion from you as to the retailing 
of Cream of Wheat and we are quite sure you will not have 
any trouble on any price-cutting from us. 


On September 21, 1921, respondent sent its agents, Lamont, Corliss 
& Company, a copy of Larkin Company’s letter of September 15, asking 
its agents to see that its order was filled. And respondent on the same 
date wrote the Larkin Company that “We will be very glad to receive 
any orders for Cream of Wheat with which you may see fit to favor 
Usain. ss 

In response to application for direct sales of Cream of Wheat, re- 
spondent wrote James Butler, Inc., on February 20, 1922, a letter 
similar to those cited above, stating its terms for selling to chain stores 
and concluding: “We thank you for your letter regarding this matter, 
and shall await with interest your further favors.” 

On February 24, 1922, James Butler, Inc., wrote: “We are in re- 
ceipt of your favor of the 2oth inst., and contents carefully noted. We 
are fully in accord with your suggestion that the retail selling price 
of this product be maintained, which at present is 25 cents per package 
to the consumer and which we agree to carry out in all our branch 
stores.” 

On February 27, 1922, respondent wrote Butler, Inc., disclaiming 
any agreement as to resale prices and thanking Butler, Inc., for its 
order and indicating prompt shipment..... 

The foregoing propositions as to agreements are sustained by the 
evidence of this correspondence .. . . as a whole, notwithstanding the 
disclaimer of any agreement contained in the letters by respondent. 


Par. 25. The consideration referred to in respondent’s letters, that 
members of chain stores “cannot resist the temptation to cut the 
resale price below a figure which the retailer not connected with a chain 
store but buying at the retail price directly from the wholesaler, can 
afford to sell it,” emphasizes the need which respondent felt of being 
assured in advance that the chain stores would not cut its resale prices, 
and the importance to it of securing some binding agreement or assur- 
ance in order to keep them in line. That those resale prices requested 
of retailers involved an inordinate profit to chain stores which paid no 
wholesalers’ profits, emphasizes also the suppression of competition in- 
volved by respondent’s making their observance a condition of doing 
business with these chain stores. 


Par. 26. In its correspondence with customers, or with prospective 
customers, on the subject of resale prices, respondent generally has 
accompanied its statement of its policy and practices in relation thereto, 
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as elsewhere set forth in these findings, with declarations in various 
forms to the effect that it did not make or wish any agreement that the 
customer addressed would maintain its resale prices, or anything re- 
sembling such an agreement. 

The disclaimers by respondent in this correspondence or elsewhere 
of seeking or entering into agreements for the maintenance of its resale 
prices, must be judged. in the light of the foregoing and other evidence 
of agreements hereafter cited. The correspondence referred to was 
addressed by respondent to prospective customers and its terms, as 
reasonably understood, must be taken to be the basis of their response 
and action and so intended by respondent. Court decisions had ad- 
vised respondent that such agreements were unlawful, and disavowal of 
them and avoidance of formal agreements was expedient. But the 
question remains whether in fact such agreements existed, and we find 
that the evidence cited here and elsewhere in these findings establish 
that such agreements or understandings between respondent and cus- 
tomers for the maintenance of its resale prices were resorted to by re- 
spondent. 


Par 27. Respondent’s witnesses, Frederick Clifford and Daniel F. 
Bull, in their testimony, deny the correctness of the statement of the 
policy and practices of respondent in regard to its resale prices as 
set out by the letters of President Mapes discussed in the preceding 
paragraph and included in the stipulation, . . . . although Bull repeats 
much of their statements in letters to chain stores signed by him. 

Emory Mapes was one of the original organizers and stockholders 
of respondent, and secretary and co-manager of its business and sales 
from 1900 to January, 1919, when he became sole general manager, 
including sales, and president. He conducted the business as general 
manager and president until his death in October, 1921, prior to the 
taking of testimony herein. 

Frederick Clifford, respondent’s witness, was also one of the organ- 
izers and original stockholders of respondent and treasurer and co- 
manager with Mapes of the business and sales department down to 
the time of Mapes becoming general manager and president in January, 
1919, when he ceased to hold any office or have any part in the man- 
agement. Clifford’s separation from the management, according to 
his testimony, was due to a personal misunderstanding with Mr. Mapes. 
Clifford subsequently, in June, 1921, became a director, after 2% 
years, but held no executive capacity whatever. 

Daniel F. Bull became treasurer in February, 1919, and was assist- 
ant manager under Mr. Mapes. He became general manager in No- 
vember, 1921, after the death of Mr. Mapes and continued as such, 
acting in such capacity at the time of the hearing. 

Clifford could not speak from knowledge acquired from any per- 
sonal participation in the management of respondent’s sales or corre- 
spondence after January, 1919. Bull had no connection with the .com- 
pany prior to 1919. 
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Par. 28. In dealing with its customers generally, other than chain 
stores, in cases where cutting of its resale prices had come to its atten- 
tion through reports of competing customers or respondent’s agents or 
otherwise, respondent, in taking measures to correct such price-cutting, 
while generally disclaiming a desire for agreements, so presented its 
policy as to resale prices that, as a fact, customers responded with as- 
surances of their intention to adhere to its resale prices, and sales have 
continued or been resumed on that basis. This is illustrated by the 
following cases: 

On March 2, 1921, respondent telegraphed S. S. Pierce Company, of 
Boston: 


In reply to your wire of even date, will say, our New York 
agents advise us that you declined to maintain what we consider a 
fair resale price. We have consequently instructed them to decline 
your further orders until such time as this matter can be satis- 
factorily adjusted, if possible. We are writing you today fully. 


On March 3, 1921, Lamont, Corliss & Company, of New York, re- 
spondent’s sales agents in that territory, telegraphed respondent: 


Referring to Mr. Mapes’ letter of February 21, Pierce Com- 
pany have restored price, and Mr. Eaton, their buyer, has satis- 
fied us that they intend to abide by our terms without exception. 
May we release orders for 50 cases sent you February 26? 


On the same date respondent telegraphed Lamont, Corliss & Com- 
pany: 
Basing our action upon statements contained in your wire March 
3, you may sell S. S. Pierce Company until further advised. 


On March 2 respondent advised S. S. Pierce Company that Lamont, 
Corliss & Company’s agent had no authority to make any promises for 
respondent. ... . Respondent on January 24, 1921, after acknowl- 
edging an order for 5 cases of Cream of Wheat from Hi Wo & Company, 
Benson, Arizona, wrote: 


We should like to make shipment, but we find that on April 22, 
1919, we wrote you that you had been complained against by other 
dealers for cutting prices. On July 26 we wrote you calling your 
attention to our letter of April 22 and asked for a reply thereto. 
This was a year and.a half ago and we have not heard from you 
since. Before making shipment of this order to you we should 
like to have your positive assurance that you will respect our terms, 
remitting promptly within 30 days from date of invoice, and 
that you will also respect our request that these goods be sold at 
a price of not less than $9 per case. Under this assurance we will 
take the matter up with you further. 


Under date of January 29, 1921, Hi Wo & Company wrote re- 
spondent: 
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We agree to your terms as stated in your letter of January 24, 
1921. Please ship us the 5 cases of Cream of Wheat. 


On February 8, 1921, respondent acknowledged Hi Wo & Company’s 
letter of January 29, disclaiming any attempt to make an agreement as 
to resale prices, and stating its request for the observance of the 
same and its right to refuse to sell if not complied with. 

On August 11, 1922, respondent addressed a letter to 13 wholesale 
grocers of San Antonio, Texas, and 31 wholesale grocers at other Texas 
points, referring to information it had of price-cutting in those locali- 
ties, and disclaiming any desire for an agreement for their mainte- 
nance, stated: 


Believing, however, it to be to the best interests of all con- 
cerned that you do not resell at a price less than that requested 
of you by us, it is very probable that in the event you did not see 
fit to comply with any request we made of you we would avail 
ourselves of the constitutional right which we have of refusing to 
sell you any further quantity of our product..... 


As a result of this communication, respondent entered into an under- 
standing or agreement with wholesalers of San Antonio and other Texas 
points, that they should sell Cream of Wheat at respondent’s suggested 
resale price..... 

In January, 1922, respondent’s sales agents in the territory including 
Los Angeles, California, telegraphed respondent, “San Diego jobbers 
have broken loose on all cereals and pancake flour, selling them in many 
instances at absolute jobbers’ cost to the retailer,” and so forth. Re- 
spondent wrote, January 12, in response, thanking its agents for this 
information and stating that it was “writing each individual San Diego 
jobber today” and enclosing copy of such letter. This letter, after re- 
ferring to the information received from its agents as to price-cutting 
in San Diego, and disclaiming any purpose to secure any agreement as 
to resale prices and stating its resale prices and its right to refuse to 
sell for any reason, asked: ‘‘Will you, therefore, please write us upon 
your receipt of this letter and advise us definitely whether you are 
now, or have been in the past, selling Cream of Wheat to your retail 
trade at a price less than that required of you by us? We will appre- 
ciate a very prompt reply from you to this letter.” This resulted in 
assurances of cooperation from the customers and to one of these, re- 
spondent wrote: ‘Since receiving your letter of February 4, we have 
made a very careful investigation of this territory. We believe that 
our customers in this territory will, in the future, see fit to comply with 
our request to sell Cream of Wheat to their retail trade at a price which 
at present is not less than $7.50 per case, less 1% discount if invoice is 
paid within 10 days of date, or 30 days net.” .... 

On May 18, 1922, on the evidence of an invoice received from a com- 
petitor of the Feilbach Company of Toledo, Ohio, respondent wrote the 
latter stating that it had in its hands such evidence of a sale of Cream 
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of Wheat by it at less than the resale price requested by respondent 
and that respondent presumed that the customer did not “see fit to 
comply with our request in this respect;” and concluding “before tak- 
ing any further action in regard to this matter, we would be very glad 
to hear from you in regard to this.” 

On May 29 the Feilbach Company wrote respondent, enclosing in- 
formation of price-cutting by a competitor and concluding, “We sin- 
cerely hope that you will succeed in getting this ruinous competition 
eliminated. We can assure you that you have our hearty cooperation.” 

On May 23, respondent, after acknowledging receipt of this in- 
formation, wrote, “The information we would like to obtain from you 
is whether you are now, or have been in the past, selling Cream of 
Wheat for less than its requested resale price.” 

On May 25, the Feilbach Company wrote respondent, “It is very 
gratifying to us, that this matter is being adjusted, and you can rest 
assured that you will have no further complaint from any one in re- 
gard to our making any other price than $7.50, as we have given our 
men positive instructions that this price must be maintained.” 

In October, 1920, respondent’s sales agents in that territory advised 
it of cutting of its resale prices by John Scowcroft & Sons Company, of 
Salt Lake City, Utah, and in response (October 19, 1920) respondent 
authorized its agents to refuse that firm further sales. On October 27, 
respondent’s agents wrote that they had “explained very carefully to 
Mr. Joseph Scowcroft your policy of protecting the jobbers from price- 
cutting,” and “Mr. Scowcroft advises us that if you will again place 
them on the jobbers’ list that they are under no condition cutting the 
price, and that in the event of any other jobber cutting, they will 
report same instead of taking the matter in their own hands.” 

On November 3, 1920, respondent wrote its agents authorizing them 
to reinstate the Scowcroft Company, “Jetting them know that any fu- 
ture deviation from our resale price will result in their being cut off 
from our list of customers for good,” and “with the thorough under- 
standing on their part that they must maintain our desired resale price, 
in order to remain on our list of customers, you may reinstate them, 
temporarily, as above.” .... 

Cobb, Bates & Yerxa Company, of Boston, Massachusetts, whole- 
sale grocers, were reinstated May 1, 1922, upon respondent’s list of 
customers of Cream of Wheat after having been cut off for refusing to 
observe respondent’s resale prices upon that product. At the time of 
reinstatement, it was understood between respondent and Cobb, Bates 
& Yerxa that the latter should observe the former’s resale prices upon 
Cream of Wheat, and sales were made by respondent to Cobb, Bates 
& Yerxa on that condition. .... 

In August, 1919, as a condition of respondent’s selling its product 
to the Amsterdam Grocery Company, of New York, respondent en- 
tered into an understanding providing for the maintenance by such 
grocery company, its vendee, of respondent’s suggested resale prices 
of Cream of Wheat..... 
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Par. 29. Respondent’s agents have been fully advised by respondent 
of its policy as to securing the observance of its resale prices, and have 
been furnished with copies of letters addressed to customers by re- 
spondent bearing on this subject in the agents’ respective territories, 
and its agents have, at its direction and as part of their business re- 
lations to respondent, advised customers of respondent’s resale prices 
and its terms of dealing or refusing to deal in respect thereto, and 
have conferred with customers and prospective customers as to their 
observance of such resale prices in the future, and reported to respond- 
ent agreements secured from dealers that they would observe such re- 
sale prices. .... 

Respondent upon numerous occasions instructed its agents to watch 
the merchandising methods of customers of respondent, in order to see 
that respondent’s rules and requests were being complied with. 

Lamont, Corliss & Company, of New York, agents of respondent, 
were asked by respondent to advise it should John T. Connor Company, 
of Boston, Massachusetts, which had been accepted as a customer by 
respondent, fail to observe respondent’s suggested or requested resale 
prices for Cream of Wheat... . . 

On August 3, 1921, respondent instructed its Portland agents, Ariss, 
Campbell & Gault, as follows: 


We will, of course, expect you to keep in close touch with the 
situation in that territory and immediately advise us in the event 
those customers or any other of our customers do not see fit to 
comply with our request as to the resale of our product to their 
retail customers. .... 


On March 4, 1921, respondent notified Mason-Ehrman & Company, 
Portland, Oregon, that so far as respondent knew, its Portland agents, 
Ariss, Campbell & Gault: 


Where they do run up against a failure on the part of any of 
our customers to comply with our request for observance of mini- 
mum resale prices with regard to the resale of “Cream of Wheat,” 
they have advised us promptly... .. 


On April 15, 1921, Ariss, Campbell & Gault, of Portland, Oregon, 
agents of respondent, indicated they were interesting themselves in 
bringing to the attention of respondent cases of failure to maintain re- 
spondent’s requested or suggested minimum resale prices. ... . 

On September 30, 1921, respondent instructed its agents, Bradley- 
Kuhl Company, of Los Angeles, California, to keep in close touch with 
and advise respondent as to why failure to comply with respondent’s 
requests. This was in connection with resale price maintenance. .... 


Par. 30. Respondent has utilized cooperative methods by which it 
has solicited and secured from customers or prospective customers 
themselves, or from other dealers or trade associations, information 
and reports as to whether or not such customers or prospective cus- 
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tomers have maintained and are maintaining, or are disposed to main- 
tain generally resale prices fixed by producers, or respondent’s resale 
prices in particular; and solicited and secured reports from customers, 
of customers who failed to observe its resale prices, and has investigated 
and verified such reports through further reports secured from customers 
as to such instances of price-cutting, all with a view to refusing further 
sales to customers found to have cut its resale prices. Respondent 
has sought and secured agreements and understandings with customers 
and prospective customers that they would observe the resale prices 
designated by it. Respondent has sought and secured agreements, 
understandings and assurances from customers, including chain stores, 
and from the National Chain Store Grocers’ Association, that they 
would cooperate with it in securing the observance of its resale prices. 

Respondent from time to time addressed to prospective customers, 
form letters or questionnaires containing, among others, inquiries 
whether it was their policy to maintain strictly resale prices; and has 
from time to time addressed circular or uniform letters to customers in 
different cities or sections (Pittsburgh, Washington, Texas, California) 
where it had information price-cutting existed calling attention to such 
reports and inviting more or less directly statements as to whether 
those addressed had [cut] or were at the time cutting prices. In De- 
cember, 1921, respondent addressed such a letter to wholesalers in 
Pittsburgh, Pennsylvania, and Washington, D. C., referring to reports 
of price-cutting, disavowing any desire for agreement of observance of 
its resale prices, stating that in case of price-cutting “we will undoubtedly 
refuse to sell such customers any further quantities of Cream of Wheat,” 
and concluding, “In order that there may be no question about this 
matter, will you please write us, upon your receipt of this letter, and 
advise us definitely whether you now are | selling], or have in the past sold, 
Cream of Wheat to your retail trade at a price less than that requested 
of you by us.” In cases where an early response was not forthcoming, 
respondent wrote again asking for a reply. Those inquiries resulted in 
assurance in some cases of observances of respondent’s resale prices 
and cooperation in their maintenance. .... 


Par. 31. On complaint of competitor customers, respondent cut off 
price-cutter customers’ supplies of Cream of Wheat and refused further 
to sell Cream of Wheat to such price-cutter customers because such 
customers sold Cream of Wheat below suggested or requested minimum 
resale prices named by respondent. 

In June, 1922, respondent refused to sell Cream of Wheat to N. M. 
Crawford & Son, wholesale grocers of Coleman, Texas, who had there- 
tofore been supplied, because a competitor of Crawford & Son com- 
plained of them as price-cutters on Cream of Wheat; and Crawford 
& Son acknowledged that they had sold Cream of Wheat at a price 
below that requested by respondent as a resale price... .. 

On complaint of B. Kotz & Son, a competitor, that Mazo Brothers 
Company, of Washington, D. C., was a price-cutter as regards Cream 
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of Wheat, respondent in January, 1922, refused to sell Mazo Brothers 
Company, giving as a reason that it had failed to observe in the sale 
of Cream of Wheat the resale prices suggested or requested by re- 
spondent..... 

On complaint of a competitor of Snyder-Miller Company, wholesale 
grocers, of Washington, D. C., that the company was price-cutting in 
the sale of Cream of Wheat, respondent, in January, 1922, refused to 
sell Snyder-Miller Company upon the ground that in selling Cream of 
Wheat the Snyder-Miller Company had not observed the resale mini- 
mum prices suggested or requested by respondent... . . 

On a complaint of a competitor of the Augusta Grocery Company, of 
Augusta, Georgia, that such company was a price-cutter with regard to 
Cream of Wheat, respondent refused, March 3, 1921, to sell any more 
Cream of Wheat to the Augusta Grocery Company, which had there- 
tofore been supplied with the product, giving as a reason that the 
Augusta Grocery Company had failed to observe the resale prices sug- 
gested or requested by respondent... .. 

On November 23, 1920, on complaint of a competitor of John H. 
Wilkins Company, wholesale grocers of Washington, D. C., who charged 
the Wilkins Company with price-cutting in the sale of Cream of Wheat, 
respondent refused to sell any more Cream of Wheat to John H. Wilkins 
Company, giving as a reason that in the sale of this product John H. 
Wilkins Company had failed to observe the resale prices suggested or 
requested by respondent. John H. Wilkins had been placed upon 
respondent’s customers list about a month previous to that time after 
careful investigation by respondent’s New York agents. ... . 


Par. 32. On complaint of competitor customers, respondent refused 
to sell supplies of Cream of Wheat to price-cutter customers at the same 
prices and terms upon which it sold its product to customers who 
observed its suggested or requested minimum resale prices. Respondent 
placed such price-cutter customers upon probation, while penalizing 
them as to prices charged to them for Cream of Wheat. If after pro- 
bation over a period the price-cutter customers had shown that they 
had reformed and had observed respondent’s suggested or requested 
minimum resale prices on Cream of Wheat, respondent reinstated them 
upon the understanding that they should continue to observe such resale 

rices. 

February 7, 1921, upon information secured from Ariss, Campbell 
& Gault, sales agents at Portland, Oregon, that Mason-Ehrman & 
Company, wholesale grocers, had sold Cream of Wheat at $8.75 a case, 
while the resale price named by respondent was $9 a case, respondent 
refused to sell further supplies of Cream of Wheat to Mason-Ehrman 
& Company, which it had theretofore supplied, giving as its reason 
that Mason-Ehrman had not observed the suggested or requested 
minimum resale price named by respondent on its product. ... . 

On March 18, 1921, respondent offered, through its agents at Port- 
land, Oregon, to place Mason-Ehrman & Company upon probation for 
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six months; that is, to supply them Cream of Wheat but at an advance 
or penalty of 35 cents a case over the regular price to competing 
wholesale customers who had not cut the resale price of Cream of 
Wheat. The offer was also made to Carr & Preston, wholesale grocers 
of Portland, Oregon, cut off by respondent on complaint of Mason- 
Ehrman & Company that Carr & Preston, too, were price-cutters. .... 

Carr & Preston accepted the probationary conditions imposed upon 
them by respondent and were reinstated as probationers at an advance 
price upon respondent’s list of customers in August, 1921..... 

Allen & Lewis, wholesale grocers of Portland, Oregon, also com- 
plained of by Mason-Ehrman & Company, their competitor, as price- 
cutters as to Cream of Wheat, were refused May 18, 1921, further sales 
of its product by respondent, who gave as a reason such resale price- 
cutting by Allen & Lewis. Respondent also offered to sell Allen & 
Lewis on probation at an advance price of 35 cents a case..... 

Respondent, through its agents Ariss, Campbell & Gault, in July, 
1921, entered into an understanding or agreement with Carr & Preston 
and with Mason-Ehrman & Company, wholesale grocers of Portland, 
Oregon, by which they undertook to maintain respondent’s requested 
or suggested minimum resale prices in the sale of Cream of Wheat as 
a condition of being able to purchase from respondent future supplies 
of Cream of Wheat at prices charged wholesalers who maintained 
respondent’s resale prices. .... 

Both Carr & Preston and Mason-Ehrman & Company were restored 
as customers by respondent August 3, 1921, on the same basis as other 
wholesale customers. .... 

Respondent, in June, 1921, having learned that it was the Eugene 
Branch of Allen & Lewis which was price-cutting on Cream of Wheat, 
and that the Eugene Branch was independent, reinstated Allen & Lewis, 
of Portland, Oregon, on its list of customers to be sold at usual whole- 
sale prices and suspended Allen & Lewis, of Eugene, as price-cut- 


Meantime, Allen & Lewis, of Eugene, were placed by respondent upon 
the probationary list as price-cutters instead of Allen & Lewis, of Port- 
land, and were obliged to pay 35 cents a case extra for Cream of 
Wheat until they had expiated their offense. ... . 

On May 23, 1915, respondent suspended Lux Mercantile Company, 
of Topeka, Kansas, for price-cutting and placed this company on its 
probationary list for six months, requiring it to pay the price charged 
retailers for Cream of Wheat. In June, 1917, because this probationer 
had observed respondent’s suggested or requested resale prices on its 
product for a year, respondent reinstated the Lux Mercantile Company 
on its list of wholesale customers who might buy at prices to whole- 
salers who were not price-cutters, with an agreement or understanding 
that the Lux Mercantile Company would thereafter, in the sale of 
Cream of Wheat, observe respondent’s requested minimum resale 
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Par. 33. Respondent asked customers to inform it of price-cutting on 
Cream of Wheat by competitors of these customers, and promised to 
cut off such price-cutters. Respondent received and acted upon such 
information. 

On April 17, 1922, respondent wrote Berdan Company, of Cleve- 
land, Ohio, which it had cut from its list of customers because of failure 
to maintain respondent’s requested or suggested resale prices in the 
sale of Cream of Wheat, to furnish it with proof of like price-cutting 
by Berdan Company’s competitors, which proof was later sent as to 
Feilbach Company, of Toledo, Ohio. ... . 

On April 9, 1919, respondent, by letter, solicited from Philip Becker 
& Company, of Buffalo, New York, information as to price-cutting of 
Becker Company’s competitors in the sale of Cream of Wheat, and 
promised to cut from respondent’s list of customers any such price- 
GULLEIS an 


Par. 34. Respondent systematically notifies, and has notified, pro- 
spective customers of Cream of Wheat of its policy looking toward 
maintenance of its suggested or requested resale prices in the sale of 
its product. Such notification is in such terms as to indicate that this 
is a condition which must be complied with if the customer wishes to 
continue to purchase supplies of Cream of Wheat from respondent. 


Par. 35. When respondent secured, through advertisements, price- 
lists, agents, customers, or from other sources, information of price- 
cutting by its customers in the resale of Cream of Wheat, it wrote 
letters reiterating its policy that it would refuse to sell to a customer 
further supplies of Cream of Wheat should the customer fail to respect 
or adhere to respondent’s suggested or requested minimum resale prices. 
In some instances, if the information was verified, it cut off the cus- 
tomer at once; in others, respondent requested expressions by customers 
as to whether they were adhering to respondent’s suggested or requested 
resale prices, or whether they intended to adhere to such prices; or 
expressions both as to whether they had adhered to such prices and 
whether they intended to adhere to such prices. Where customers were 
thus cut off, refusal to comply with respondent’s requested or suggested 
resale prices was usually given as the reason for such cutting off. 


Par. 36. Respondent has refused to modify its demand as to the 
observance by its vendees in the sale of Cream of Wheat of the mini- 
mum resale prices suggested or requested by respondent, even where 
the vendee maintained he was not giving such service as would warrant 
the margin which such resale price would give such vendee, and that 
it would mean essentially higher prices to consumers than were charged 
in the service stores and would entail undue profit to the retailer. 

Par. 37. Respondent, for sales direct from its Minneapolis office, and 
after February, 1921, for practically all its sales, probably through 
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stenciled numbers on its shipping cases, had a means of tracing the 
shipments of Cream of Wheat to dealers who had failed to adhere to 
its resale prices, or had supplied Cream of Wheat to dealers refused 
sales because of selling below respondent’s resale prices, or had failed 
to observe its request not to divide shipments with others. .... 

Cream of Wheat is subject to deterioration with age but the extent 
of such deterioration, or the period the product remains fresh, has not 
been fixed by evidence in this proceeding. Respondent replaces dam- 
aged or deteriorated goods with fresh goods. The stenciled numbers 
placed upon packing cases of Cream of Wheat serve to identify the 
contents of such cases as to the date of preparation at the factory and 
in that way aid respondent in knowing whether its products have 
reached consumers with sufficient promptness to insure their being 
fresh and in good condition. Stenciled numbers have been used for 
this purpose. 

Par. 38. Among other features of respondent’s policy and practices 
regarding resale prices stated by respondent’s president and general 
manager in the correspondence with the National Chain Store Grocers’ 
Association .... is the following: After stating that in case a cus- 
tomer sells Cream of Wheat at less than the requested resale price, 
respondent refuses to fill any of his future orders, “In addition to the 
above, will say, in case that any wholesale customer of ours does not 
see fit to comply with our request with regard to resale price, and as a 
consequence we refuse sales to him, we notify all of our other customers 
within a certain radius of our action in the premises, and request them 
in turn not to sell any of our goods to the party to whom we have 
refused sales. If any of our other customers last above alluded to, do 
not see fit to comply with our request, but do resell our goods to the 
party to whom we have refused sales, we in turn refuse to sell to the 
party reselling our goods to the party to whom we have requested them 
not to sell.” (Letter of respondent’s president, March 26, 1921); 
likewise after stating that if any of the chain store branch stores “for 
any reason whatever, sold Cream of Wheat for less than our requested 
price, we would certainly refuse to sell that branch, and all the other 
stores of your company, any further quantity of Cream of Wheat,” 
respondent adds: “and, in the event we did so refuse to sell your 
company Cream of Wheat we would undoubtedly so advise all the 
other companies in your association, as well as wholesalers in your ter- 
ritory. And in advising them of our refusal to sell you, we would 
request them not to resell Cream of Wheat. In the event they did sell 
you Cream of Wheat, contrary to our request, we would refuse to sell 
them further quantities of our product.” (Letter of D. F. Bull, treas- 
urer, April 22, 1921.) President Mapes’ letter of March 26, 1921, 
makes the foregoing apply to all respondent’s customers by the clause 
quoted in the preceding finding. 

Respondent admitted .... that it “advised other customers, in 
some cases, that respondent had refused further sales to customers 
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because of price-cutting, suggesting that ‘in the general interest of the 
trade it would be good policy for you to decline filling any orders’ 
from them, and that ‘it would be for your best interests to decline to 
fill any orders for Cream of Wheat which they may see fit to place 
with you’ ; and in some cases declaring, variously, that if customers 
refuse to observe this request, respondent ‘refuses to sell’ or would 
refuse or intended to refuse to sell such customers; and in at least one 
case respondent refused further sales to a customer because he had 
sold Cream of Wheat to another customer to whom respondent had 
refused to sell because of price-cutting.” No case of such refusal to 
sell appears in the record. 

All these practices and policy as stated by respondent’s president and 
general manager, and as indicated in his letter of March 26, 1921, 
are reiterated substantially by Mr. Bull, as treasurer, in his letter to 
individual chain stores of the National Association (letter of April 22, 
1921). In this letter Mr. Bull adds: “We have gone into this matter 
at length, as, in the event we make a connection with your company we 
want you to be thoroughly familiar with our selling policy. This policy 
we have maintained for a good many years, and is one we intend to 
maintain so far as we legally can in the years to come.” 

Par. 39. After having stricken from its list of customers dealers 
who had failed to maintain respondent’s suggested or requested resale 
prices in the sale of Cream of Wheat, respondent has, by means of 
letters or through its agents, notified other dealers of its action and 
requested other dealers not to sell Cream of Wheat to the customers 
thus cut off, reenforcing respondent’s request by an intimation or a 
threat that such sales to the rejected dealer would result in the seller 
also being cut off from supplies of Cream of Wheat by respondent. 


On February 15, 1921, respondent refused to sell Cream of Wheat 
to Cobb, Bates & Yerxa, of Boston, Massachusetts, which it had there- 
tofore been supplying with that product, giving as a reason that those 
dealers had failed to observe respondent’s requested or suggested resale 
prices in the sale of Cream of Wheat. Immediately thereupon re- 
spondent addressed letters to several wholesale dealers in Cream of 
Wheat telling them of respondent’s having cut from its list of customers 
Cobb, Bates & Yerxa Company, and suggested that: 


It would be for your best interests to decline to fill any orders 
for “Cream of Wheat” which they may see fit to place with you. 


Early in 1921, respondent cut from its list of customers for Cream 
of Wheat Mason-Ehrman & Company, of Portland, Oregon, wholesalers 
whom it had theretofore been supplying with that product. They had 
failed to observe respondent’s suggested or requested resale prices in 
the sale of Cream of Wheat. February 7, 1921, respondent wrote to its 
agents in Portland, Ariss, Campbell & Gault, that: 


518 HARVARD BUSINESS REPORTS 


It might be well for you to advise all the other jobbers of 
Portland of the action we have taken in this matter, so that 
they will thoroughly understand our wishes with regard to resale 
price must be respected or we shall exercise the option of refusing 
to sell those who do not consider it advisable to comply with our 
request. .... 


Similar action was taken with regard to Carr & Preston, wholesalers, 
of Portland, Oregon... .. 

Respondent announced repeatedly to its customers that it would 
refuse to supply Cream of Wheat to customers who supplied price- 
cutters . . 


Par. 40. In some cases, dealers or associations of dealers have col- 
lected for respondent data as to whether its suggested or requested mini- 
mum resale prices were being maintained and aided in circulating state- 
ments as to its policy of minimum resale price control in the sale of 
Cream of Wheat and aided in enforcing that policy. .... 

Respondent cooperated with the Iowa-Nebraska-Minnesota Grocers’ 
Association in sending to the members of that association, in the form 
of a circular letter of the association, a portion of a letter from respond- 
ent to H. A. Marr in which was set forth respondent’s resale price 
maintenance policy and the consequence of failure by dealers to observe 
and adhere to such policy. This was accompanied by a warning 
paragraph from John Mehlhop, Jr., secretary and treasurer of the 
association, admonishing members against doing the thing that H. A. 
Marr, grocer, had done. ... . 

Immediately before sending out the association’s circular as to Cream 
of Wheat resale price maintenance, Mr. Mehlhop made specific inquiry 
of some of the Iowa-Nebraska-Minnesota Wholesale Grocers’ Associa- 
tion’s members as to whether they were getting full list prices for Cream 
of Wheat, and he received some replies that they had not been doing so. 

After receiving the circular, some of these wholesale grocers insisted 
upon list prices, stating that they had done so as a consequence of what 
was set forth in the association’s letter... .. 

In some cases respondent secured the cooperation of associations and 
dealers in determining in advance of its accepting orders from a pro- 
spective customer whether such prospective customer was a price-cutter 
or whether he would adhere to respondent’s suggested or requested 
minimum resale prices in the sale of Cream of Wheat. 


Par. 41. Resale price maintenance has been for years the special 
sales policy of respondent in the sale of Cream of Wheat. It has been 
aggressively asserted. When information had come to respondent that 
any vendee had failed to adhere to such policy, respondent has ordin- 
arily adopted effective means of enforcing such observance through 
methods and agencies hereinabove set forth. 

The methods found in paragraphs 24 and 28 to 40, inclusive, above, 
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to have been used by the respondent involve and require continuous 
cooperation and concert of action between and among respondent and 
its distributors, customers and agents; and these methods constitute 
cooperative methods employed to procure the sale by dealers of respond- 
ent’s product at prices named by the respondent and methods by which 
respondent, its distributors, customers and agents undertake to prevent 
others from obtaining the respondent’s product at less than the mini- 
mum resale price designated by it. 

Such policy has not been changed although the methods of stating 
such policy and methods of enforcing such policy have been modified 
so as to be less direct. Since February, 1922, respondent has been less 
aggressive in its enforcement of its requested or suggested minimum 
resale prices for the sale of its product. .... 


Par. 42. Respondent has had upon its books 6,500 live customers 
between January 1, 1913, and December 20, 1922. Of this number it 
has ceased to sell 2,000. Evidence in this proceeding shows that 53 
were eliminated for failure to observe and adhere to respondent’s sug- 
gested or requested resale prices, and of these 24 were later reinstated 
by respondent. It is not established by competent evidence in this 
proceeding that a greater number than 53 customers were eliminated 
for such failure to observe respondent’s resale prices, nor is it estab- 
lished by competent evidence in this proceeding that a greater number 
were not eliminated for such reason. 


Par. 43. In connection with the subject of respondent’s practices as 
to cutting off of customers because of their cutting its resale prices, 
respondent’s counsel offered in evidence the report of an employee, 
the witness Warren, general office manager of the respondent since 
September, 1920, of the result of an examination of all the company’s 
office files covering the history of its transactions from 1913 to 1922, 
with customers with whom it had ceased, for any reason, to do business 
during that period. This examination, which consumed two or three 
months, was made by Warren and employees of respondent under him 
(boys in the office and a former woman employee . . . .) under the 
general direction of Mr. Bull, the general manager. This report pur- 
ported to give in tabulated form the number of customers with whom 
respondent had ceased to do business with reasons therefor, including 
those subsequently reinstated. The latter involved an examination 
of all its files of existing customers, as well as all old files of discon- 
tinued customers, numbering together four or five thousand. These 
files consisted of so-called “ticklers,’ comprising, in separate packages 
for each customer, the records and correspondence relating to his stand- 
ing as to sales, and so forth, and including a miscellany of papers 
and more or less voluminous. .... The witness Warren, or those 
under him who prepared the report, had no part in the policy or man- 
agement of respondent’s business or sales. The reasons for discon- 
tinuance of sales, Warren and Bull testified, appeared generally on the 
face of the files, that is, in memoranda readily understood. Doubtful 
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cases were referred to Mr. Bull or Mr. Thompson, the secretary. The 
files, Warren testified, were in unsatisfactory shape when he took em- 
ployment with respondent in 1920, and the “tickler” files did not contain 
all the information necessary as to those customers prior to that time. 
The report as offered in evidence purported to show that there were 
53 cases in which further sales were refused because of cutting of 
respondent’s resale prices; 24 cases of reinstatement after refusals 
to sell because of such price-cutting; 360 cases, because customers were 
not wholesalers according to respondent’s standards; 1,938 cases where 
respondent had ceased selling because dealers had gone out of busi- 
ness; 84, because dealers had retail connections; 71, because dealers 
were chain stores or buying associations; 29, because they involved 
drop shipments; 17, because dealers had ceased to handle cereals; and 
s, because dealers had a storage plant only-vraete os The report also 
purported to show 77 cases in which respondent had taken no action 
where cutting of respondent’s resale prices appeared. This evidence 
was objected to, for establishing the entire number of refusals to sell 
by respondent for price-cutting, but not as showing the report of 
respondent’s investigators. A motion was made to strike on the grounds 
that the evidence, as offered, was not the best evidence which was 
available in the files themselves and involved conclusions as to matter 
not within the knowledge of the witness, and, as to the parts of report 
as to cessations of sales not involving any question of price-cutting, 
that they were irrelevant and immaterial. The offer as to cases where 
no action was reported to have been taken for price-cutting was specifi- 
cally objected to as a conclusion and not admissible when the files them- 
selves were available. These objections were sustained by the examiner 
who, however, expressly ruled that the testimony of the witnesses Bull 
or Warren so far as they testified on the subject of refusals to sell 
because of price-cutting, of their own knowledge, should be received. 

While the Commission regards the objection of counsel, tested by the 
rules of legal evidence, as well taken, it has nevertheless taken all this 
evidence into consideration and given it such weight as it seems entitled 
to in the light of the other evidence spread on the record in the cor- 
respondence, exhibits and elsewhere as to the policy and practices of 
respondent, and particularly the written statement reiterated by re- 
spondent’s president and general manager that cases of refusal to sell for 
price-cutting numbered many hundreds and the testimony of the Com- 
mission’s examiner who examined respondent’s files, that he spent two 
or three weeks only in “delving into” the files and that he estimated 
a complete examination would have taken six months, and the results 
of his examination in the matters in question, in Commission’s exhibits. 

Whatever be the evidence and the fact as to the number of instances 
of respondent’s cutting off dealers because of their cutting its resale 
prices, the Commission does not regard it, standing alone, as of decisive 
or, therefore, important character. The more effective any system of 
resale price maintenance, the fewer the occasions to withhold sales 
because of price-cutting. It would naturally not be resorted to except 
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aS a means to maintain that system, as the main purpose always is to 
sell goods and not decline sales. 

The respondent systematically represented to customers and pro- 
spective customers that it would refuse further sales to those who cut 
its resale prices and it did so when it judged it necessary to its gen- 
eral policy of maintaining its resale prices. 

In January, 1922, the respondent advised its agents in San Diego, Cali- 
fornia, referring to reports from them of price-cutting, that, if verified, 
“we will refuse to sell them (jobbers) our product if we have to cut off 
the whole city of San Diego.” 


Par. 44. Respondent’s notification of and request for observance of 
its minimum resale prices are addressed by it to its vendees, wholesalers 
or retailers only, as distinguished from vendees of those vendees. 


Par. 45. Respondent’s policy of naming and enforcing adherence to 
minimum resale prices for its product, by the methods above set forth, 
has had the capacity and tendency, and has had the effect so far as 
enforcement has been successful, of substantially lessening and cur- 
tailing price competition among wholesale and retail customers, dis- 
tributors of Cream of Wheat, and to enhance the price thereof and to 
prevent the consuming public from getting the benefit from efficiency 
of operation on the part of more efficient dealers. 


Par. 46. Respondent’s policy of resale price maintenance by the 
methods above set forth has had the tendency and effect, as far as 
successful, in connection with the dominant position of Cream of Wheat 
in the market for purified middlings in package form, of lessening and 
curtailing price competition among distributors of package cereal foods 
prepared from purified middlings and to enhance the price of such 
package cereal foods to consumers. . . . 


Par. 47. Respondent’s policy of naming and enforcing adherence to 
minimum resale prices for its product, taken in connection with its 
nation-wide advertising and its dominating position in the market for 
package cereals having as a base or raw material purified wheat mid- 
dlings, has had the capacity and tendency, and in so far as its enforce- 
ment was successful, has had the effect of substantially lessening or cur- 
tailing price competition among producers of package cereal foods pre- 
pared from purified wheat middlings and to enhance the price of such 
package cereal foods to consumers and thus increase the cost of liv- 


Par. 48. Respondent’s resale prices for Cream of Wheat are based 
upon margins of cost of doing business averaged for individual stores 
which give customers credit and maintain delivery, telephone, and like 
BEL VICeS+e ral. i 

Respondent, in naming and enforcing such resale prices, lessens, 
curtails, and prevents substantial competition between chain stores, 
vendees of respondent, and between such chain stores and other retail 
dealers, and it causes prices of such vendees to consumers to tend toward 
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uniformity at or above the minimum resale prices named by respondent, 
and prevents chain stores from offering Cream of Wheat at the lower 
prices which such stores could afford to ask because of lower operating 
expenses, and prevents consumer customers of these stores from secur- 
ing such lower prices as might be secured were such chain stores free 
to name their own prices for the sale of Cream of Wheat, without inter- 
ference from respondent, and makes such consumer customers to pay 
for service which they have not asked for and have not received. ...- 


Par. 49. Prices at which Cream of Wheat was sold to consumers by 
retailers, whether or not vendees of respondent, have tended toward 
the minimum requested or suggested resale prices named by respondent 
or the prices higher than such suggested resale prices. Average resale 
prices for Cream of Wheat set forth in the monthly Labor Review for 
August, 1922, for about fifty cities in the United States, show that the 
averages for July 15, 1921, were at or above respondent’s resale prices 
in about 36% of the averages given and below 64% of such averages; 
May 15, 1922, at or above in about 75% of the averages given and 
below in about 26%; June 15, 1922, at or above in about 77% of 
the averages given and below in about 2 3 Coma news 

The averages as given in the monthly Labor Review were founded 
upon reports of from 10 to 26 retail stores in each of the cities report- 
ing, some of which might have been chain stores. 2 a.aeae 

Such figures were not reported in sufficient detail in the Review to 
determine the percentages of agreement and disagreement of individual 
prices or individual sales. A single departure from round price figure 
like 30 cents or 25 cents, the resale prices named at the period 
tabulated, would make the average figure deviate from the round fig- 
ure unless a compensating deviation occurred in the opposite direc- 
tion, so that the figures showed only that in the percentages of sales 
given the average prices were at, or above or below, the resale prices 
named by respondent. Departures of the average figure from the resale 
price figures were usually slight. The respondent did not consider it a 
violation of its request should a customer sell above its suggested 
resale price. . . 


Par. 50. Respondent’s policy of naming and enforcing the mini- 
mum resale prices to wholesale dealers had a tendency to cause such 
resale prices to remain uniform at the resale prices suggested or re- 
quested by respondent, and so far as successful did bring about such 
uniformity and the total failure of price competition among such whole- 
sale dealers. There were departures from such suggested or requested 
resale prices. . 


Par. 51. Prices of Cream of Wheat less than the minimum price 
named by respondent to its vendees, whether dealers at retail or dealers 
at wholesale, were not so low as to involve a loss to the dealer but were 
satisfactory to the dealer in cases where respondent had refused to 
sell or had cut off the dealer as a customer for Cream of Wheat for 
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the reason that such dealer was cutting such requested, or suggested 
resale prices. Respondent’s policy has been applied by respondent to 
price-cutting generally and not confined to cases where Cream of Wheat 
has been used as a “leader” or a “lure.” . . 


Par. 52. Incidental to its policy of resale price maintenance, re- 
spondent has maintained uniform delivered prices for Cream of Wheat. 
Such uniform delivered prices have the capacity and tendency of lessen- 
ing competition in commerce and of increasing prices and living costs, 
and are discriminatory and economically unfair as between customers 
of respondent. .... In adopting and enforcing its policy of making 
delivered prices on its product uniform throughout the United States, 
the respondent does not treat its customers equitably, and its policy 
tends to enhance prices for its product to the consuming public... .. 


Par. 53. Respondent’s policy of naming and enforcing resale prices 
in the sale of Cream of Wheat has the capacity and tendency to pre- 
vent and, when successful, has had the effect of preventing the distri- 
bution of its product through the channels through which it would flow 
under conditions of free competition... . . 


Par. 54. The naming and enforcing of resale prices on nationally 
advertised articles sold in the grocery trade is not the usual nor general 
practice but on the contrary is exceptional and unusual, and respond- 
ent’s practice in this respect is unique in its particular field... . . 


Par. 55. The correspondence of respondent with its customers and 
agents put in evidence by the Commission, forming the bulk of the 
documentary evidence .... on which the foregoing findings are 
based, was the result of an examination of only a fraction of such 
correspondence in respondent’s files. The Commission’s examiner who 
made the investigation spent about two weeks examining respondent’s 
correspondence files and estimated that the examination of all of them 
would have consumed six months. The examiner referred to testified 
that he delved in the files, selected a number of cases which he thought 
were representative, following up cross-references relating to resale 
price practices, and stopped when he thought he had developed what 
was respondent’s sales policy. .... 


Par. 56. In connection with the examination of the respondent’s 
chief witness Clifford, counsel for respondent offered in evidence, as 
part of his testimony, a paper prepared by the witness, which counsel 
designated as an “opinion.” Objection was made to this form of evi- 
dence on the grounds that the paper in question was largely argumenta- 
tive and dealt with conclusions, which it was the Commission’s province 
to make, and that the witness had not qualified as an expert for the 
scope of the questions discussed in the paper, and that the proper form 
of his evidence was question and answer, with opportunity for objec- 
tions and cross-examination. This objection was sustained by the exam- 
iner on the grounds that the witness had not qualified as an expert for 
the scope of the subjects discussed in his paper and on the other grounds 
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urged. The paper in question, however, was later introduced and 
spread on the record occupying 20 pages.....- The Commission 
regards the examiner’s ruling as sound and finds that the paper was 
properly described as an “opinion” and that it dealt largely in argu- 
ments and conclusions as to the subjects for the Commission’s decision, 
and should properly have been reserved for argument by counsel. 
The Commission has, however, considered the contents of this paper 
in reaching its conclusion and has respected this expression of opinion 
from the point of view of the witness. 


Par. 57. The Cream of Wheat Company agreed in writing, by letter 
dated December 6, 1920, that in the event of a readjustment in the 
price of Cream of Wheat, it would protect its jobbing customers against 
a decline in price, such protection, however, not to exceed the jobber’s 
direct purchases for a period of 30 days prior to the issuance of price 
reduction circular, and such protection to apply only on stock of Cream 
of Wheat actually on hand or in transit at the time of the issuance 
of the price reduction circular, such guarantee to hold good until the 
first of June, 1921, unless previously abrogated; and that from time 
to time such agreement was extended up to February 1, 1922; that on 
December 11, 1922, the Cream of Wheat Company, by letter of that 
date, agreed to protect its customers against a decline in price, such 
protection, however, not to exceed the customer’s direct purchases from 
the company invoiced within a period of 30 days prior to December 
16, 1922, and to apply only to the stock of Cream of Wheat actually 
in the customer’s hands or in transit to the customer on December 16, 
1922. 


Par. 58. Referring to the resale prices named by respondent for 
wholesalers and retailers as stated in paragraphs 17 and 18 above, and 
as showing the relations of the margins, or price mark-up, represented 
by such resale prices compared with the cost of doing business, and the 
range of such operating costs, by wholesale and retail grocers, the 
following figures are admitted as a basis for judging the price compe- 
tition normally existing and the interference or restraint of it, which 
the minimum uniform resale prices requested by respondent represent: 

(a) Such resale prices for wholesalers were approximately 10% more 
than the prices paid to respondent by such vendees who purchased in 
less than carload lots, and approximately 124% to 14% more than 
the prices paid to respondent by such vendees who purchased in carload 
lots. 

Computing on the basis of such resale prices, the margins between 
the prices paid to respondent by its vendees and the prices for resale by 
such vendees were 914% for less-than-carload lots and 11 1/10% to 
12 2/9% for carload lots. 

(5) According to the report of the Joint Commission of Agricultural 
Inquiry, Part No. 4, “Marketing and Distribution,” submitted to Con- 
gress October 15, 1921, the average cost of operating wholesale grocery 
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stores in this country for the years 1916 to rg2r, in terms of percent- 
ages of sales receipts (the same basis as the last paragraph above), was 
as follows: 


Year Percentage Year Percentage 
EOI eer ests. < 8.48 LOT Oise rac creer as 8.42 
LQ Te Petenehs sesh ceeie aha es 8.49 LQ2OPerieare crore a a 8.52 
BOE Shen soa ties 44 x 8.68 EOQ Varee o a ties wie aes 10.16 


According to the same report the average cost of operating retail 
grocery stores for the same period stated in percentages of sales receipts 
was as follows: 


Year Percentage Year Percentage 
EOUGAG Ss oes oe cs 15.20 TOTO Maetosescunre eis: 14.20 
LQ W7ieterreue Chere alee 15.50 TO 2 Ommenacce ts ueristere 14.60 
EE Orr. aati. etek wake 14.30 TO2 epeictatra ce eae 16.80 


(c) According to Bulletin No. 9 of the Harvard Bureau of Business 
Research, Operating Expenses in Wholesale Grocery Business, chiefly 
for the year 1916, total operating costs ranged from 6.7% to 13.74% 
of sales receipts, the common figure being 9.5%. 

According to Bulletin No. 14 of the same Bureau for the year 1918, 
total operating costs of wholesale grocers ranged between 6.15% and 
14.7976, the common figure being 9.1%. 

According to Bulletin No. 19 of the same Bureau for the year 1919, 
the total operating costs of wholesale grocers ranged between 4.35% 
and 14.71%, the common figure being 9.1 %. 

According to Bulletin No. 26 of the same Bureau for the year 1920, 
operating costs of wholesale grocers ranged from 5% to 17.4%, the 
common figure being 9%. 

For the retail grocery business, according to the Bulletin No. 5 of 
Harvard Bureau, 1915, operating costs ranged from 10.4% to 25.2% 
of sales receipts. 

According to Bulletin No. 18, 1919, the operating costs of the retail 
grocery business ranged from 6.57% to 25.35% of the sales receipts, 
the common figure being 14.6%. 

“The common figure” is defined by the Bureau as follows: 


The common figure in each case is the one around which the 
figures from all the wholesalers center. It is the predominant, 
typical or most frequent figure—the one that is used by whole- 
sale grocers as a standard with which to compare their own results. 
(Bulletin NO. O}e, 22. 


Retailers: (a) When the resale price (wholesale) was $4.50 a case 
(prior to Sept. 16, 1916), the respondent’s sale price to retailers, as 
well as wholesalers, was $3.95 for carload lots and $4.10 for less-than- 
carload lots. On the basis of $3.95, the cost per unit package to the 
retailer (36 packages to the case) was 11 cents, leaving a margin of 
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3 cents between that and the retail resale price of 14 cents, or 27.2% 
of the purchase price and 21.43% of the resale price. 

On the basis of $4.10 a case, or 11.388 cents a package, the margin 
was 2.612 cents, or 22.93% of the purchase price and 18.657% of the 
resale price. 

When the resale price (wholesale) was $7.50 a case (April, 1917, 
to November, 1919) the respondent’s sales price to retailers and whole- 
salers alike was $6.65 for carload lots and $6.80 for less-than-carload 
lots. 

On the basis of $6.65 per case, the cost per unit package to the 
retailer was 18.47 cents, leaving a margin of 6.53 cents or 35.3 5% 
of the purchase price, and 26.12% of the resale price. 

On the basis of $6.80 a case, or 18.88 cents a package, the margin 
was 6.12 cents, or 32.41% of the purchase price, and 24.4% of the 
resale price. 

When the resale price (wholesale) was $9 a case (November, 1919, 
to December, 1921) respondent’s sales price to retailer and wholesaler 
alike was $8 for carload lots and $8.15 for less-than-carload lots. 

On the basis of $8 a case, the cost per unit package was 22.22 cents, 
leaving a margin of 7.8 cents, or approximately 35% of the purchase 
price and 25.93% of the resale price. 

On the basis of $8.15 a case, or 22.64 cents a package, the margin 
was 7.36 cents a package or 32.39% of the purchase price, and 24.56% 
of the resale price. 


(b) When the resale price for the wholesaler who bought in less- 
than-carload lots was $4.50 a case, the margin between such price and 
the price to the wholesaler who bought in carload lots at $3.95 a case 
was 55 cents a case, or 12.22% of the resale price in percentages of sales 
receipts; and the margin between such resale price and the price to the 
wholesaler who bought in less-than-carload lots at $4.10 a case was 
40 cents a case, or 8.88% of the resale price. 

When the resale price for the wholesaler who bought in less-than- 
carload lots was $5.40 a case, the margin between such price and the 
price to the wholesaler who bought in carload lots at $4.75 a case was 
6s cents a case, or 12.07% of the resale price in percentages of sales 
receipts; and the margin between such resale price and the price to 
the wholesaler who bought in less-than-carload lots at $4.90 a case 
was 50 cents, or 9.26% of the resale price. 

When the resale price for the wholesaler who bought in less-than- 
carload lots was $7.50 a case, the margin between such price and the 
price to the wholesaler who bought in carload lots at $6.65 a case 
was 85 cents, or 11.33% of the resale price in percentages of sales 
receipts; and the margin between such resale price and the price to 
the wholesaler who bought in less-than-carload lots at $6.80 was 70 
cents, or 9.33% of the resale price. 

When the resale price to the wholesaler who bought in less-than- 
carload lots was $9 a case, the margin between such price and the 
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wholesaler’s price who bought in carload lots at $8 a case was $1, or 
11.11% of the resale price in percentages of sales receipts; and the 
margin between such resale price and the price to the wholesaler who 
bought in less-than-carload lots at $8.1 5 a case was 85 cents, or 9.44% 
of the resale price. 


Par. 59. As a result of respondent’s policy of resale price mainte- 
nance, and other elements of its distributive merchandising system, 
respondent has been able to maintain the following margins between 
the prices of its raw materials and its lowest selling prices, its prices for 
sales in car lots. 

The following figures as to the margin between the cost of purified 
middlings and prices for Cream of Wheat are based upon the calcula- 
tions made from prices of flour . . . . increased by $1 a barrel, which 
was the maximum price at any time for purified middlings. Averages 
were taken for different periods and compared with figures in the 
record. Flour and middlings were taken as 196 pounds to the barrel 
and Cream of Wheat at 63 pounds to the case and both reduced to 
a pound basis before comparisons were made. The evidence shows 
that Cream of Wheat consists wholly of purified middlings cleansed, 
sterilized by means of moderate heat and carefully packed in cartons. 

(a) From January, 1913, to August 1, 1916, about 3.57 cents a 
pound, or about 132% of the price of purified middlings, was the 
largest average margin, and about 2.50 cents a pound, or about 66% 
of the price of purified middlings, the smallest. In other words, the 
price of Cream of Wheat in carload lots was 66% to 132% above the 
price of purified middlings. 

At the same time the margin between respondent’s price of Cream 
of Wheat to wholesalers and its suggested resale price to wholesalers 
was a trifle less than 14% of respondent’s price. 

The margin between respondent’s carload-lot price to retailers and 
its suggested minimum resale price to retailers was 27.2% of re- 
spondent’s price. 

Ultimate consumers served by retailers who are direct vendees of 
respondent, in accordance with respondent’s prices and suggested resale 
prices, paid a margin from 112% to 196% above the wholesale price of 
purified middlings for purified middlings sold under the name of Cream 
of Wheat from January 1, 1913, to August 1, 1916. 

Ultimate consumers paid 8 cents a pound for purified middlings in 
the form of Cream of Wheat, while millers sold purified middlings at 
prices ranging from 2.7 cents to 3.77 cents a pound. In other words, 
the ultimate consumer paid at retail for purified middlings sold as 
Cream of Wheat 212% to 300% of the wholesale price for purified 
middlings. 

(b) From September 14, 1916, to April, 1917, such margin was about 
2.54 cents a pound, or about 50% of the price of purified middlings at 
wholesale. In other words, respondent’s price for Cream of Wheat 
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in car lots was about 50% above the wholesale price of purified mid- 
dlings. 

At the same time the margin between respondent’s price for Cream 
of Wheat to wholesale dealers and its suggested resale price for whole- 
sale dealers was about 13.5% of respondent’s carload-lot prices. 


(c) From May to November, 1919, such margin was about 3.87 cents 
a pound, or about 58% of the price of purified middlings at wholesale. 
In other words, respondent’s price for Cream of Wheat in carload lots 
was about 58% above the wholesale price of purified middlings. 

At the same time the margin between respondent’s price of Cream of 
Wheat to wholesale dealers and its suggested resale price for such 
dealers was about 12.8% of respondent’s car-lot prices. The margin 
between respondent’s car-lot price to retailers and its suggested mini- 
mum resale price for retailers was 35.35% of respondent’s car-lot price. 

Ultimate consumers served by retailers who bought direct from re- 
spondent, in accordance with respondent’s prices and suggested resale 
prices, paid an average minimum margin of 113% above the wholesale 
price of purified middlings for purified middlings sold under the name 
of Cream of Wheat. 

Ultimate consumers paid 14.27 cents a pound for purified middlings 
sold as Cream of Wheat, while millers sold purified middlings at whole- 
sale at 6.68 cents a pound, or the retail price to consumers of Cream 
of Wheat was 213% above the wholesale price of purified middlings. 

(d) From November 19, 1919, to December, 1921, such margin was 
about 6.85 cents a pound, or about 117% of the price of purified mid- 
dlings at wholesale. In other words, respondent’s price of Cream of 
Wheat in car lots was about 117% above the wholesale price of purified 
middlings. 

At the same time the margin between respondent’s price for Cream 
of Wheat to wholesale dealers and the suggested resale price for such 
dealers was about 12.5% of respondent’s car-lot price. The margin be- 
tween respondent’s car-lot price to retailers and its suggested minimum 
resale price for retailers was 35% of respondent’s car-lot price. 

Ultimate consumers served by retailers who bought direct from re- 
spondent, in accordance with respondent’s prices and suggested resale 
prices, paid an average minimum margin of 196% above the wholesale 
price of purified middlings for. purified middlings sold under the name 
of Cream of Wheat. : 

Ultimate consumers paid 17.13 cents a pound for purified middlings 
sold under the name of Cream of Wheat while millers sold purified 
middlings at wholesale at 5.85 cents a pound, or the ultimate consumer 
paid 296% of the wholesale price of purified middlings. 

(e) From December, 1921, to December, 1922, such margin was 
about 6.32 cents a pound, or about 149% of the price of purified mid- 
dlings at wholesale. In other words, respondent’s price for Cream of 
Wheat in car lots was about 149% above the wholesale price of purified 
middlings. 
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At the same time the margin between respondent’s price of Cream of 
Wheat to wholesale dealers and its suggested resale price for such 
dealers was about 12.8% of respondent’s car-lot price. 

The margin between respondent’s car-lot price to retail dealers and 
its suggested minimum resale price for retail dealers was 35-35% of 
respondent’s car-lot price. 

Ultimate consumers served by retailers who bought direct from 
respondent, in accordance with respondent’s prices and suggested resale 
prices paid in this period an average minimum margin of about 237% 
above the wholesale price of purified middlings for purified middlings 
sold under the name of Cream of Wheat. 

Ultimate consumers paid 14.27% a pound for purified middlings 
sold under the name of Cream of Wheat, while the millers sold purified 
middlings at wholesale for 4.23 cents a pound, or the ultimate con- 
sumers paid 337% of the price of purified middlings for Cream of 
Wheat. 

(f) From December, 1922, to November, 1923, such margin was 
5.80 cents a pound, or about 153% of the price of purified middlings 
at wholesale. In other words, respondent’s price for Cream of Wheat 
in car lots was about 153% above the price of purified middlings. 

Ultimate consumers served by retailers who bought direct from re- 
spondent, in accordance with respondent’s prices and suggested resale 
prices paid in this period an average minimum margin of about 216% 
above the wholesale price of purified middlings for purified middlings 
sold under the name of Cream of Wheat. 

Ultimate consumers paid 12 cents a pound for purified middlings sold 
as Cream of Wheat, while millers sold purified middlings at wholesale 
at 3.8 cents a pound, or the ultimate consumers paid 316% of the 
wholesale price of purified middlings for Cream of Wheat. 


CONCLUSION 


The practices of the said respondent, under the conditions and cir- 
cumstances described in the foregoing findings, are unfair methods of 
competition in interstate commerce, and constitute a violation of the 
Act of Congress approved September 26, 1914, entitled “An Act to 
create a Federal Trade Commission, to define its powers and duties, 
and for other purposes.” 

This proceeding having been heard by the Federal Trade Commis- 
sion upon the complaint of the Commission, the answer of the re- 
spondent, and testimony and evidence submitted, the Trial Examiner’s 
report upon the facts and exceptions thereto, and the Commission hav- 
ing made its findings as to the facts and its conclusion that the re- 
spondent has violated the provisions of an Act of Congress approved 
September 26, 1914, entitled ““An Act to create a Federal Trade Com- 
mission, to define its powers and duties, and for other purposes.” 

Now therefore it is ordered that the respondent, Cream of Wheat 
Company, its officers, agents, employees and successors, do cease and 
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desist from carrying into effect its policy of securing the observance of 
minimum resale prices for its product, by cooperative methods in which 
the respondent and its distributors, customers and agents undertake to 
prevent others from obtaining the company’s product at less than the 
prices designated by it, or from selling to others who fail to observe such 
prices—(1) by seeking and securing, directly or through its sales agents, 
contracts, agreements or understandings with customers or prospective 
customers that they will maintain the resale prices designated by it, or 
that they will cooperate with it to secure the observance by others of 
said resale prices; (2) by the practice of (a) soliciting and securing 
from customers or prospective customers themselves or from dealers or 
trade associations, information as to whether or not such customers or 
prospective customers have maintained and are maintaining, or are 
disposed to maintain generally resale prices fixed by producers, or, re- 
spondent’s resale prices in particular, and (6) soliciting and securing 
reports from customers, of customers who fail to observe its resale 
prices, and investigating and verifying such reports through further 
reports secured from customers as to such instances of price-cutting, 
all with a view to refusing further sales to customers found to have 
cut its resale prices; (3) by notifying other customers, in case of refusal 
by respondent of further sales to price-cutters, of such refusal and re- 
quiring them not to sell such price-cutters on pain of themselves being 
refused further sales; (4) by employing its sales agents to assist in such 
plan by reporting dealers who have failed to observe its resale prices, 
and to secure adherence thereto from customers or prospective custom- 
ers, and furnishing said agents the names of customers to whom it has 
refused further sales because of price-cutting, and instructing them not 
to sell to such customers; (5) by requiring an extra price for its prod- 
uct from price-cutters in order to secure from them assurance of their 
future observance of its resale prices as a condition of reinstatement on 
the regular basis; or (6) by utilizing any other equivalent cooperative 
means of accomplishing the maintenance of prices fixed by respondent. 

It is further ordered, that the respondent, Cream of Wheat Com- 
pany, shall within sixty days after the service upon them of a copy of 
this order, file with the Commission a report in writing setting forth 
in detail the manner and form in which they have complied with the 
order to cease and desist hereinbefore set forth.* 

4The United States Circuit Court of Appeals for the Eighth Circuit reviewed 
and, with the exceptions noted below, affirmed this order of the Federal Trade 
Commission. 14 F. (2d) 4o. 

The court, after quoting the commission’s order, gave the following opinion: 


Counsel for petitioner frankly admitted in his able oral argument that, if 
the Commission was justified to make any order in the case, requiring the 
petitioner to desist from the practices set out, paragraphs 1, 3, and 5 are unob- 
jectionable. Their objections are to paragraphs 2 (a) and (6) and para- 
graphs 4 and 6. 

The objections to paragraph 2 (a) are that the petitioner construes it as 
directing petitioner to desist from securing from customers or prospective 
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CoMMENTARY: Despite the company’s disclaimers of intent to enter 
into agreements with its customers to secure the maintenance of resale 
prices, the practices set forth in this case were sufficiently similar to 
those condemned in the Beech-Nut case to warrant the expectation of 
an adverse decision. Such disclaimers are of little value and reliance 
cannot be placed on them for protection. 

There were some grounds for differentiating this case from the Beech- 
Nut case, since the Cream of Wheat Company apparently dealt more 
with price-cutting by wholesalers than by retailers, and it did not main- 
tain, perhaps, so elaborate a system of records for enforcing its policy. 
The numbering of the shipping cases facilitated the tracing of shipments 
of merchandise which had deteriorated, and therefore aided the com- 
pany in controlling distribution so as to reduce the likelihood of de- 
terioration, a worthy object which the commission did not condemn 
even though the numbers on the shipping cases had been used also to 
trace the sources of purchases of merchandise offered for sale at cut 
prices. The practices of the Cream of Wheat Company differed from 





customers or from dealers or trade associations reports of customers who fail 
to observe its resale prices. 

But the order does not warrant such an interpretation. The language is 
to desist from “soliciting and securing” from customers, and so forth, such 
information. Merely securing the information is not prohibited, unless the 
information is also “solicited.” If the order had employed the disjunctive 
“or” instead of the conjunctive “and,” counsel’s contention would be entitled 
to greater consideration, a question not before us and not decided. 

This order does not prohibit the petitioner from acting on information 
received by it without solicitation, but communicated to it voluntarily by 
some of its customers, or from advertisements of price-cuttings. This also 
applies to the objections to paragraph 2 (b). 

Paragraph 4 only requires the petitioner to desist from “employing its sales 
agents to assist in such plan by reporting dealers who have failed to observe 
its resale prices, . . . . and furnishing said agents the names of customers to 
whom it has refused further sales because of price-cutting, and instructing 
them not to sell to such customers.” The words “to assist” in such plan must 
be construed in connection with paragraphs 2 (a) and 2 (b) “to solicit and 
secure,” and are limited to information solicited and secured from customers, 
and so forth, the names of customers guilty of price-cutting or, in other words, 
they must not solicit customers to furnish them with information of those 
cutting prices of the articles manufactured and sold to the trade by the peti- 
tioner, and act on information thus obtained. 

It is the cooperative methods in which the petitioner and its distributors 
and agents act, to prevent price-cutters from obtaining its goods, which it is 
commanded to desist from. If petitioner’s agents are to be permitted to solicit 
from customers information of those cutting prices and act in cooperation 
with these customers to ascertain the names of customers who cut prices, the 
effect would be the same as if the information had been solicited and obtained 
by petitioner, as it is a corporation and can act only through its agents, 
whether they are officers or sales agents. The acts of the corporation’s agents 
within their authorized employment are the acts of the corporation. 

Construing the orders in these paragraphs as we find they are evidently 
intended by the Commission, we find them unobjectionable. 

The objections on behalf of the petitioner to paragraph 6 of the order are 
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the practices of the Beech-Nut Company in several other details, but 
they are hardly of enough significance to warrant specific comment 
here. In the main the same conclusions apply in this case as were 
stated in the commentary on the Beech-Nut case.® 

In its findings of fact the commission took occasion to compare the 
prices of Cream of Wheat with the wholesale price of purified mid- 
dlings, apparently to imply that the company was securing exorbitant 
profits. That comparison was not altogether fair, however, for it did 
not seem to attach much importance to the company’s methods (re- 
ferred to earlier in the Findings) of selecting the quality, size, and 
color of middlings for its especial use. The company also incurred 
some expense for cleaning and packaging its products. Those expenses, 
as well as other operating expenses, came out of the margins quoted. 

The company had stimulated a demand for its product and had se- 
cured the confidence of consumers in its maintenance of high stand- 
ards of material and cleanliness. If it obtained large profits, it is 
probable that those profits were to be attributed more to the standard- 
ization of the product than to the standardization of resale prices. 

Any implication that there was danger of monopoly in this case was 
far-fetched. The company used only 5% of the supply of purified 
middlings commercially available. The remaining 95% could have 
been used, if desired, by other breakfast food companies. The com- 





that it is too indefinite, not specific enough to enable it to determine what 
acts may be in violation of that order and subject them to prosecution, when 
no violation is intended. 

It thereupon requested the Commission to add the following proviso to that 
paragraph: 

“Provided, however, that nothing herein shall prevent the respondent from 
performing the following acts: 

“(q) Requesting its customers not to resell Cream of Wheat at less than a 
stated minimum price. 

“(b) Refusing to sell to a customer because he resells below such requested 
minimum price or because of other reasons. 

“(¢) Announcing in advance its intention thus to refuse. 

“(d) Informing itself, through its soliciting agents and through publicly 
circulated advertisements of customers which come to its attention, and 
through other legitimate means, without any cooperative action with its 
other customers, or other persons, as to the prices at which Cream of Wheat 
is being sold.” 


While paragraph 6 should be construed in connection with the preceding 
paragraphs as construed by us, by applying Lord Tenterden’s Rule of “Ejusdem 
generis,” still in order that there may be no misapprehension on the part of 
the petitioner as to what is intended by the Commission by the broad lan- 
guage used in this paragraph, we are of the opinion that the requests should 
have been granted. 

; Amending paragraph 6 by adding this proviso, the order of the Commis- 
sion, as thus amended, is 
Affirmed. 


5 Federal Trade Commission v. Beech-Nut Packing Company, page 489. 
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pany, to be sure, handled 40% of the business in “packaged cereal foods 
prepared from purified middlings and sold in the United States by con- 
cerns which advertise nationally,” but the citation of that figure sug- 
gests that a forced effort was being made by the commission to state 
a figure which sounded large. The company, furthermore, was in com- 
petition with many other manufacturers of breakfast foods. 

Consumers had a free choice of other brands of breakfast food pre- 
pared from purified middlings. They also had a free choice of many 
other kinds of cereal foods. The volume of business attained by the 
Cream of Wheat Company, therefore, indicated the satisfaction of 
consumers, not their exploitation. They paid the standard resale prices 
willingly. Hence any implied criticism of the company’s margin of 
profit signified a desire on the part of the commission to effect sump- 
tuary regulations which are neither desirable nor legal. 


June, 1926 M. T. C. 


FEDERAL TRADE COMMISSION v. TOLEDO PIPE 
THREADING MACHINE Company? 


MANUFACTURER—PIPE THREADING TOOLS 


Price MAINTENANCE—Standardization of Resale Prices by Cooperative 
Means Held Illegal. The company, which manufactured pipe threading, 
boring, and cutting tools, and similar products, sold its goods to whole- 
salers for resale to users. The company specified resale prices and 
sought and obtained the cooperation of its wholesale distributors in main- 
taining those prices. The Federal Trade Commission ordered the com- 
pany to discontinue: obtaining assurances from wholesalers that they 
would maintain the standard prices; encouraging wholesalers to report 
price-cutters; employing its salesmen to investigate charges of price- 
cutting.” 

(1925) 
COMPLAINT 


Acting in the public interest pursuant to the provisions of an Act of 
Congress approved September 26, 1914, entitled “An Act to create a 
Federal Trade Commission, to define its powers and duties, and for 
other purposes,” the Federal Trade Commission charges that the Toledo 
Pipe Threading Machine Company, hereinafter referred to as respond- 
ent, has been and is using unfair methods of competition in interstate 
commerce, in violation of the provisions of Section 5 of said Act... . 


Par. 4. The acts and practices of respondent set forth in the pre- 
ceding paragraphs have had and still have the tendency to constrain 
and do constrain all jobbers and other distributors handling respond- 
ent’s said products to sell the same at the said resale prices fixed and 
established by respondent and to prevent such distributors from selling 
said products at such lower prices as they might deem to be adequate 
and warranted by their respective selling costs and by trade conditions 
generally, and hence to hinder and suppress all competition in the resale 
of such products, thus tending to obstruct the free and natural flow 
of commerce therein, and the freedom of competition in the channels 
of interstate trade. 


FINDINGS AS TO THE FACTS 


Paragraph 1. Respondent, Toledo Pipe Threading Machine Company, 
is now and since 1902 has been a corporation organized and existing 
under and by virtue of the laws of the state of Ohio. Its principal 

1¥ederal Trade Commission, Docket 1018, January 13, 1925. 

2 Headnote by Graduate School of Business Administration. 
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office and factory is at Toledo, Ohio, where respondent has been since 
its incorporation and is now, engaged in the business of manufacturing 
pipe threading, boring and cutting tools, and other similar products, 
all of which it has sold and continues to sell to dealers located at various 
points in all of the states of the United States, and to some extent, in 
foreign countries. The respondent transports or causes to be trans- 
ported its products when sold, from its factory at Toledo, Ohio, to the 
purchasers thereof at their various locations throughout the United 
States and to foreign countries. 

In the course and conduct of its business respondent is in competition 
with other individuals, partnerships and corporations, such as Oster 
Manufacturing Company, Cleveland, Ohio; Hart Manufacturing Com- 
pany, Cleveland, Ohio; The Borden Company, Warren, Ohio; Green- 
field Tap and Die Corporation, Greenfield, Massachusetts; and The 
Nye Company, Chicago, Illinois. These competing corporations are 
engaged in the manufacture of similar devices or devices for performing 
the same character of work, and sell and transport the same from their 
respective factories into and through the various states of the United 
States. 


Par. 2. Respondent’s products as a general rule, are sold to the 
consumer at prices lower than those charged for similar devices by 
its competitors. They have a good reputation, are regarded as among 
the best in their class, and are in constant demand. They are used 
generally by skilled laborers such as plumbers, steam and gas fitters, 
and other similar workmen employed in assembling pipe and pipe 
fittings. Respondent’s annual sales exceed one million dollars in 
amount. 


Par. 3. In an official communication to the Commission the respond- 
ent stated its selling policy as follows: 

From the very inception of our business some twenty years 
ago, three fundamental lines of action were determined upon: First, 
the establishing of definite prices for our products to the con- 
sumer; second, to market the product through the well-established 
jobbers and dealers of the country; third, to see to it that the 
jobbers and dealers uniformly used the prices established by us 
for the consumer. The organizers of the business were men of 
mature experience and the policy above outlined was decided upon 
because a reasonable price effective to all alike, in any given com- 
munity, was equitable; and the widest possible distribution could 
be obtained at the least sales or overhead expense by utilizing the 
well-established dealer organizations of the country. Then, at 
the very beginning of our career, we employed missionary sales- 
men to travel over the country and introduce the tools to prospect- 
ive users thereof. This was followed by trade journal and other 
more direct advertising methods. The names of prospective 
purchasers thus obtained, and orders from actual purchasers, were 
turned over to jobbers and dealers in the different communities 
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as the nucleus of the larger business to come. A percentage of 
the price of each tool was named as the compensation of the 
jobber and dealer for the service he was to perform, namely, that 
of carrying our tools in stock; distributing same to the consumer; 
paying for same often before they were resold; and eventually 
supplying the demands of consumers of all sorts and descriptions 
in his locality. Always pursuing the same policy the business has 
grown until there are now approximately about twelve hundred 
dealers in the United States carrying our tools in stock, subject 
to the demand of the ultimate consumer. It has been our job to 
constantly widen the sources of supply and to keep those sources 
actively interested along the lines laid down by ourselves, so that 
the public would be satisfied. In our experience have been included 
requests for exclusive agency arrangements; limiting our dis- 
tribution to one jobber in a community; suggestions that we 
increase the selling price abnormally; and demands for larger 
percentages of profit for the dealer. To such requests and demands 
we have always turned a deaf ear. We still are pursuing the 
policy of fixing a reasonable price for the consumer, and a reason- 
able percentage beyond this for the distributor, and are insisting 
that the distributor shall maintain these prices. 


As indicated in this statement, the respondent sells its products to 
dealers who in most cases are dealers in other products, as well as. 
competitive devices, who sell at retail to the consumers or users of 
such devices. The respondent also sells direct to any consumers who 
apply for the privilege of purchasing direct from the manufacturer. 
But the prices charged such direct purchasers are the same as would 
be charged by a dealer so that the direct purchaser obtains no financial 
benefit from this method of purchase. 


Par. 4. The respondent issues periodically to its dealers, price-lists 
or statements which are more accurately described as ‘“‘discount sheets.” 
These discount sheets contain a list of the products, their weights, and 
a base list price for each. In addition to the list price the discount 
sheet states with reference to each item a jobbers’ discount, which 
varies between jobbers who regularly carry a specified stock and jobbers 
who do not carry a specified stock. The price to the jobber is de- 
termined with reference to any item by applying the discount rate to 
the list price and deducting the percentage of the list price determined 
by the discount rate. The discount sheet also contains what are denom- 
inated as “resale discounts,” of which there are two classes, one appli- 
cable to resales made in certain specified territory which may be gen- 
erally identified as the western territory, and the rates effective in the 
remainder, or eastern portions of the country. The price to the con- 
sumer which the dealer is expected to apply in accordance with the 
discount sheet is determined in the same way that the jobber’s discount 
is ascertained, by the application of the applicable resale discounts. 
The respondent issues the discount sheet in this form for the reason 
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that the prices of its products both to jobbers and consumers vary 
more or less frequently, and if instead of a base list price with discount 
stated, the respondent should attempt to issue lists with the discounts 
calculated and stated in the form of prices, the trouble and expense of 
rearranging its lists would be very great. It is the practice of the 
respondent as well as of its dealers, to issue catalogs which are rather 
elaborate and expensive, sometimes illustrated, and each edition of 
this catalog would be rendered worthless by a price change. By quot- 
ing prices on the basis of certain discounts from a base list, a price 
change can be put into effect by the issue of a simple and inexpensive 
discount sheet. These discount sheets issued by the respondent to its 
dealers from time to time are communicated to its dealers and the 
information transmitted by the dealers to the salesmen. 

There is no evidence that the prices to the consumer, fixed by the 
respondent, are unduly high, or that the spread between the price fixed 
by the respondent to the dealer and the price fixed at which the dealer 
is expected to resell to the consumer, is unduly large. On the other 
hand, it appears that the devices of the respondent in general sell at 
lower prices than similar devices of its competitors, and the spread 
allowed by the respondent to its dealers is lower than that allowed 
by the competitors of respondent to their dealers. 


Par. 5. Respondent’s prices are f.o.b. Toledo, Ohio, net 30 days 
or 2% for payment within ro days from the date of invoice. Certain 
other allowances are made upon terms and conditions definitely stated 
on the discount sheets. 


Par. 6. The respondent publishes a resale discount effective in 
territory east of Montana, Wyoming, Colorado, and New Mexico, and 
Pecos River in Texas; and a slightly higher resale discount for the 
territory west of that line. Some time during the recent war due to 
changes in freight rates, the respondent made an effort to establish 
the Mississippi River as a dividing line because in addition to the 
jobber discounts respondent makes a maximum freight allowance and 
at that time the freight charges from Toledo reached the maximum 
allowance approximately at the Mississippi River. The reason for 
the division of territory is stated as follows: 


Our jobbers’ prices carry the same discount in the eastern and 
western territory. The jobber in the west not only has to pay 
the excess freight but he has to carry by reason of his long distance 
from Toledo, an investment in two stocks, one on the road and one 
on his shelves. ‘Therefore he is entitled to a larger differential 
to enable him to carry the existing increased expense of doing 
business. 


The jobber in the western territory pays the difference between the 
actual freight and the allowance made by the respondent, and it is 
to take care of the extra expense in the western territory that the 
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margin to the jobber is increased by raising the resale discount in 
that territory. 


Par. 7. According to exhibit number six,’ the Mississippi River was 
adopted as the boundary line between these two discount territories 
on March ro, 1920. And this division remained effective until the 
issue of the discount sheet of January 1, 1922. (Exhibit No. 8).°° The 
adoption of the Mississippi River boundary was announced by the 
respondent to its dealers in a bulletin dated March 10, 1920, as follows: 


Owing to radical increase in labor costs as well as the prices of 
raw material, it is absolutely necessary for us to increase the price 
of the Toledo No. oo ratchet threading device, and the Toledo 
No. o adjustable threading device. The same necessary increase 
in price applies to all repair parts including extra dies for these 
two tools. .... Please note that the suggested resale or con- 
sumers’ discount is five points higher west of the Mississippi River 
than the consumers’ price east thereof. Heretofore this difference 
in resale prices applied in the territory west of the eastern bound- 
ary of Montana, Wyoming, Colorado, and New Mexico, but in- 
creased transportation costs have moved the line at which our 
maximum freight allowance does not cover the actual freight cost, 
several hundred miles farther east. Hence it seems wise to us to 
support the jobbers in the mid-western states by this suggested 
preferential in resale discounts. This will also apply to all other 
tools made by us. 


Par. 8. On March 27, 1920, the respondent issued a supplemental 
bulletin to its jobbers transmitting its new discount sheet (Exhibit 7)* 
at the conclusion of which it was stated: 


If these announcements and the data set out on the discount 
sheet are not perfectly clear to you, kindly write us for further 
information. Thanking you for your cooperation and trusting 
to merit a continuance of your favor, we remain, and so forth. 


On December 27, 1921, respondent issued a bulletin to jobbers 
transmitting the discount sheet effective January 1, 1922 (Exhibit 8) .* 
This bulletin stated in part: 


The attention of jobbers south of Virginia and Kentucky and 
as far west as the eastern boundary of Colorado is also directed to 
the fact that we have abandoned our previous effort to establish 
a higher resale schedule in their territory. This differential had 
seemed justifiable to us but owing to the overlapping into that 
territory of jobbers east and north thereof whose published price 
lists carried the lower scale of discounts, it is impossible of uni- 
form accomplishment. Jobbers are therefore asked to note care- 
fully the boundary line at present established as applying to the 
eastern scale of prices and the western scale of prices. 


3 Exhibits not published herein. 
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The treasurer of the respondent testified that as a result of moving 
the line east to the Mississippi 


; . we ran into such a smear of jobbers east and west of the 
line that were trying to take advantage of the eastern prices as 
against the western prices that we found our position was unten- 
able so we moved it back to the original line. 


This complication arose by reason of complaints made to the re- 
spondent by jobbers that other jobbers were not maintaining the 
established resale discount for the territory in which the sale was 
made. A reduction of freight rates at about the time of the issue of 
the discount sheet of January 1, 1922, assisted in the desired readjust- 
ment. 

In a communication addressed by the respondent under date of 
November 4, 1921, to the N. O. Nelson Manufacturing Company, St. 
Louis, Missouri, the respondent stated in part: 


A year or so ago by reason of advance in freight costs it was 
suggested to us that we move the western territory in so far as our 
product was concerned, east as far as the Mississippi River, which 
we accordingly did. We are frank to confess that that move has 
been more or less unsatisfactory because St. Paul, Chicago, and 
St. Louis jobbers did not uniformly adopt the western schedule 
for the territory lying immediately west of the Mississippi River. 
Now our idea in promulgating a resale price and endeavoring to 
have it used uniformly by all jobbers in any given territory, is 
obviously because we want the jobbers selling our tools to have 
a reasonable margin of profit thereon, and we want to adopt a 
policy that all jobbers at interest are most likely to be in accord 
with. In view of your opinion as expressed to our respresentative, 
will you not kindly write us a letter setting forth your ideas as 
to the boundary lines in the United States that should divide the 
territory in which the eastern and western schedules should apply? 
We are asking for this suggestion from you because of your location 
in the territory involved, and will greatly appreciate your advice 
on this subject. 


The Nelson Manufacturing Company replied, stating that: 


There are other jobbers who issue price sheets east of the Mis- 
sissippi and are also distributed west of the Mississippi using the 
same price such as Standard Sanitary Manufacturing Company, 
Chicago and St. Louis branches. It would seem to us inasmuch 
as most all of the jobbers in the immediate Mississippi Valley 
especially Chicago and St. Louis are soliciting business west of 
the river, that they would be on the same basis as regard to quoting 
the trade. Very few if any, go west of the Kansas line and it 
would seem to the writer this is a more favorable division point 
because none of the jobbers overlap so much at that point, that 
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is we mean eastern Colorado state line. T his we believe would 
eliminate possible interference and dissatisfaction with the trade 
who buy in Kansas City, Chicago, and St. Louis. 


The respondent sought the advice of the Nelson Company whether 
the dividing line should be carried from the Mexican border to Canada 
running straight north and south through the eastern boundary of 
Colorado, to which the Nelson Company replied that: 


You could make the division through the United States the 
eastern line of Colorado, that is continuing the same south from 
this line because we believe you will find very few central state 
line jobbers working west of this line. 


Par. 9. An incident of the confusion arising out of the application 
of the eastern territory resale discount in the western territory, appears 
from correspondence between the respondent and the H. Channon 
Company. The latter, a dealer in Chicago, made a sale of a threading 
device at Burlington, Iowa, at 50% off the list, f.o.b. Chicago. This 
was reported to the respondent who evidently, though the letter is not 
in the file, took the Channon Company to task for this quotation. To 
which the Channon Company replied on September 16, 1921 (Exhibit 
22)* admitting the quotation should have been 45% off list instead 
of 50%. The respondent replied under date of September 21, 1921, 
stating in part: 

It may be possible that the eastern and western territorial 
dividing line as established by us is not a logical one, but we very 
much wish that in your quotations you adhere to our published 
schedule in this respect until such time as it can be more definitely 
verified or changed to make same equitable. 


It subsequently appeared that the questioned quotation was correct 
because of the fact that Burlington, Iowa, lies on the Mississippi River. 


Par. 10. It is to be noted that the respondent objected to the intro- 
duction in evidence of the documents relating to the variation of the 
boundary line and the confusion which arose therefrom, alleging that 
this was a closed incident which had no relation to the issues raised 
by the complaint. The objection does not seem to be well founded 
because these documents reveal clearly the policy of the company with 
reference to resale price maintenance and form a part of the history 
of this practice on the part of the respondent. It tends to show also 
the degree of cooperation between itself and its dealers which the 
respondent sought to establish, not only in the maintenance of the 
resale discounts but in the location of a division of territory which 
would remove so far as possible, the likelihood of the lower discount 
rates of the eastern territory being used to the disadvantage of jobbers 
in the western territory. Since it is the duty of the Commission to 





4Exhibits not published herein, 
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ascertain all pertinent facts with relation to a given practice, the objec- 
tion was based upon a misconception of the proceedings and was prop- 
erly overruled. 

Prior to the issue of the discount sheet of March 10, 1920, by which 
the Mississippi River boundary line was established, the W. J. Baird 
Machinery Company, of Detroit, Michigan, under date of July 8, 
1919, filed with the respondent an order for certain tools, upon which 
order blank was printed the customary terms of the Baird Company, 
namely, 2% tenth to fifteenth of month following shipment, or 60 
days net. This invoice in the files of the respondent is marked “Don’t 
ship,” the mark being placed there by the treasurer of the respondent. 
Receipt of this order was acknowledged by the respondent and the 
attention of the Baird Company was called to the discrepancy in the 
terms of sale. The Baird Company corrected its order to correspond 
with the respondent’s requirements. The documentary evidence in 
connection with this incident is not complete, but it is apparent from a 
letter written by the Baird Company to the respondent on the same 
date, that the respondent, under date of July 9, had called into question 
price quotations made by the Baird Company to the Ford Motor 
Company. The Baird Company responded to this communication on 
July 10, stating that its deviation from the list price was made neces- 
sary by a competitive quotation from another jobber. The concluding 
paragraph of the Baird letter is: 


We have your schedule of prices in our possession but had no 
strict instructions that said prices were to be maintained, and 
accordingly cut. We assure you it is not our policy to slash prices 
at any time unless we are confronted with the conditions above 
noted. We certainly desire to sell Toledo tools as they afford 
our customers good satisfaction, and trust that the course followed 
meets with your approval. We would like to hear from you regard- 
ing the above, and remain, and so forth. 


The respondent replied to this communication as follows: 


We acknowledge your letter of July 10, and note with regret that 
you have seen fit to depart from our published resale prices in 
quoting the Ford Motor Company. Under these conditions we 
have filed your order 12259 marking same canceled, as we will not 
be able to ship further goods for your account. 


To this communication the Baird Company replied on July 16 offer- 
ing as explanation that the questioned quotation was against the policy 
and principle of the Baird Company, placing the responsibility upon 
a salesman acting without authority, and stating that had the writer 
known of the matter the order would have been returned to the Ford 
Company regardless of the loss of business. This letter concluded: 


In conclusion, all I can say is “kindly reconsider the matter.” 
Assuring you that the writer personally as well as our entire organ- 
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ization heartily upholds your policy and will work with you in 
every possible manner in order to prove to you that we are worthy 
of your confidence. 


Par. 11. The treasurer of the company interrogated with reference 
to this “don’t ship” endorsement stated that the information upon 
which such action would be taken was usually obtained through the 
statement of some other jobber who wrote the respondent about an 
order being placed at less than the resale discount. This complaint 
the respondent usually investigated by writing the jobber alleged to 
have done the price-cutting. If the report was found to be true the 
order of the jobber found to be departing from the resale discount was 
rejected. And further business relations with him were suspended 
unless it developed that the questioned quotation was purely an error, 
a matter of mistake on the part of the jobber at fault. He said: 


It is only the flagrant violations of our confidence with the 
individual who blatantly insists that he makes his own prices 
and does as he pleases, that we cease doing business with. 


Par. 12. Subsequently to the establishment of the Mississippi River 
boundary and while that dividing line remained, one of the dealers of 
the respondent at Milwaukee, Wisconsin, wrote the respondent on July 
23, 1921, stating that it had made a quotation to a prospective pur- 
chaser at Kenosha, Wisconsin, in accordance with the established resale 
price applicable in that territory. It appeared that the prospective 
purchaser had secured quotations from six jobbers and as the respond- 
ent was informed by this dealer, two of the six quotations were con- 
siderably better than the established resale price. The letter continues: 


We are giving you this information in strict confidence because 
our representative has been instructed to ascertain just what price 
was quoted by one of the other jobbers and advise Mr. Blank that 
we would meet the price, providing the name of the jobber was 
given us. We are giving you this information to forestall any 
information which may be entered by one of the other jobbers, 
accusing us of cutting prices. We thought possibly you would 
have some means of ascertaining the names of the six jobbers 
referred to above. At any rate we would not want you to make 
use of our name in this connection. 


This communication was acknowledged by the respondent on July 
26 as follows: 


We are in receipt of your letter of July 22 with reference to the 
various quotations received by Mr. Blank of Kenosha, Wisconsin, 
on a Toledo power drive. We do not see how any jobber can afford 
to quote one of these drives at less than 50%, f.o.b. his stock, 
and we would very much like to know what jobber it is that is 
alleged to have made such a price. Certainly it is not conducive 
to price maintenance for you to agree to meet an alleged lower 
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price. Please keep us informed if any further details come to your 
knowledge. 


Par. 13. Again in another part of the selling territory a like situ- 
ation arose. On January 25, 1921, the respondent wrote the Axtel 
Company, Fort Worth, Texas, stating that the respondent was in receipt 
of advice that the Axtel Company had been quoting a discount of 40% 
and 5% from list price, whereas the discount applicable in that terri- 
tory should be 35%. The respondent stated: 


This information is not very definite in that it does not tell us 
to whom these quotations have been made or on what size of our 
tools that quotation has been made. But we think it wise, never- 
theless, to call your attention to the matter in order that you may 
investigate. We should be glad to have you investigate and let us 
know what the facts are. 


Apparently no reply was received to this communication, and on 
February 23, the respondent wrote again stating that they had received 
further information as to the purchaser to whom the questioned quota- 
tion had been made. The letter concluded: 


You buy Number 1 and Number 1-A tools at a discount of 40%- 
20% and we submit you cannot afford to sell them at 40%-5%, 
or anywhere near that price. The proper quotation covering these 
tools in your territory ought to be a discount of 35% from list. 
Will you please investigate the quotation made by you to the 
two parties named, and let us know if our information is correct. 
We shall be very glad to have a word of advice from you as to 
what your future policy in this connection would be. 


The Axtel Company replied on March 15, admitting the quotations 
in question and justifying them upon the necessity of meeting com- 
petitive prices, and indicating that under similar circumstances the 
resale discounts would be cut if necessary. To this the respondent 
replied as follows: 


We duly received your letter of March 15, containing the infor- 
mation that you had quoted a discount of 40%-5% on Number 1 
and Number 1-A Toledo tools. Needless to say, you cannot sell 
these tools at any such price and make any money. Since the 
receipt of this information there has been nothing shipped for your 
account, but as there are some orders which are now in line we 
should like to be assured that our suggested resale schedule will 
be maintained. .... Trusting that we may have your full cooper- 
ation in this respect, we are, and so forth. 


The Axtel Company replied that it always made a special 5% dis- 
count to old customers who bought all their supplies from the Axtel 
Company, and this they proposed to do whether they ever sold Toledo 
goods again or not. The respondent replied that: 
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We are sorry to advise that we cannot do business with you on 
any basis. 


There was some subsequent correspondence with reference to a 
resumption of business relations running through the latter part of 
1921, and the respondent on January 24, 1922, acknowledging the 
receipt of an order from the Axtel Company, said: 


We would like to accept this business and put your account 
back again on to our ledger, but as the matter now stands we are 
not willing to do so. If your executives are willing to assure us 
that tools of our make will be resold at our published resale sched- 
ule and no other prices, we will be willing to take the matter 
under advisement. 


The Axtel Company endeavored to obtain acceptance of its order 
without giving the required assurance. The respondent reiterated its 
position on February 7, stating: 


While we highly value your order and would like to fill it, we 
cannot do so except you are willing to subscribe to our resale 
POLICY waeers. Now, unless you want to mend your ways and assure 
us over the signature of a qualified official of your company that 
it is your intention to absolutely observe our price policy, we care 
to have no further correspondence or dealings of any nature with 
you. As we have before stated, our very existence depends on our 
taking and maintaining this position. If, however, you are now 
disposed to modify your line of action as outlined to us in your 
previous correspondence, we will be glad to hear from you further 
and give you such consideration as you are entitled to. 


The Axtel Company questioned the legality of giving such assur- 
ances. Examination of the treasurer of the company who was in 
effect its sales manager, upon the documentary evidence with relation 
to the Axtel Company, resulted in the following disclosure of the re- 
spondent’s policy: 

Q. Did you ever resume business relations with Axtel and Com- 
pany? 

A. No, sir. 

Q. You sometimes do resume business relations with people 
with whom you have discontinued, don’t you? 

A. Yes. 

Q. Under what circumstances? 

A. A reasonable indication that they expect to sell our goods 
at the proper price. 

Q. Well, how do you get such reasonable indications, from per- 
sonal interviews, or correspondence, or both? 

A. From correspondence. 


Q. Then in every case where you resume business relations 


FED. TRADE COM. v. TOLEDO PIPE T. M. CO. 545 


with the parties you have dropped for price-cutting you have 
some letter from the party that leads you to the reasonable belief 
that they will maintain your resale price? 

A. I believe that can be stated without exception. 


Q. And if you received a letter from a man with whom you 
have discontinued selling for the reason that he was not main- 
taining prices, which offered a resumption of business but was 
evasive and equivocal, you would turn him down, wouldn’t you? 

A. Very probably. 

Q. The fact of the matter is the letter would have to amount to 


a promise to maintain your resale price, wouldn’t it? 
igh MUGS 


Par. 14. In April, 1922, the representative of the respondent at its 
New York office inquired of the home office whether prices had been 
quoted to a prospective purchaser in Philadelphia. The New York 
representative in his memorandum stated: 


If so, will you make a note to cut them out, as Mr. Blank showed 
me where they had made a quotation of 10% lower than our best 
price to a user, although they quoted f.o.b. factory. The Fair- 
banks Company also sent out a quotation of 5% better than our 
resale price. I went into this again very thoroughly with Mr. 
Pierson, manager of the Fairbanks Company, and their man who 
made the quotation, and I do not believe that we will have any 
further complaint about the Fairbanks Company. 


The home office of the respondent informed its New York repre- 
sentative that sales had been made to the Philadelphia purchaser, and 
concluded: 


There was no excuse for its not having adhered to our resale 
schedule because we have called attention to our mandatory price. 
We will get the account paid up as rapidly as possible and will 
then cease having any further relations with it. 


To the dealer in question the respondent wrote stating that a report 
had come to it that the dealer had quoted beyond the resale schedule, 
and stated: 


We have at various times particularly pointed out, to you our 
mandatory resale prices, so that there was no excuse for your 
quoting any other price. We must ask that you take immediate 
steps to correct any such quotation that may have been made by 
you, acknowledging at once the receipt of this letter. 


The Philadelphia dealer replied, stating that it was unable to locate 
the questioned quotation and asking whether the respondent could give 
it the name of the customer to whom the questioned quotations were 
reported to have been made, so that identification could be made of 
the salesman who was responsible therefor, and concluded: 
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It is not our policy and never has been our policy to sell at 
cut price. We are not a cut-price house and will not tolerate our 
salesmen doing business this way. Any cooperation you can give 
us in the way of advising where this has been quoted, will be kept 
strictly confidential and greatly appreciated. 


There was some argumentative correspondence back and forth which 
resulted finally in a refusal to sell this dealer both for the failure to 
maintain the resale prices and for neglect to pay bills within the terms 
of sale. To its New York manager, however, the respondent stated 
with reference to the disposition of this dealer’s account: 


The best way to handle this matter will be to file all the corre- 
spondence and close the account as soon as we receive settlement 
for its present indebtedness to us. We will not ship it any more 
of our tools. 


Par. 15. On May 18, 1922, one of the respondent’s dealers wrote 
protesting the operations of an alleged price-cutter. To which the re- 
spondent replied: 


We then wrote a letter stating that if the present company was 
in a position to purchase our product in quantities and would 
assure us that it would under all circumstances maintain our retail 
schedule, we would accept business from it as a dealer. 


The original of this letter does not appear in evidence. Apparently 
the respondent wrote the dealer in question on the subject of resale 
price maintenance because the record shows a letter from this dealer 
to the respondent assuring the respondent that there were almost daily 
reports that the standard quotations were too high, indicating that 
some one in the territory was violating the resale discounts, and stating: 


When we can get the definite source of the reason for such com- 
ments we shall present the case to you in a way that we can sub- 
stantiate with more than mere assertion. ... . We shall be pleased 
to cooperate with you in any way possible to determine the real 
truth of this matter. Thanking you for bringing this subject to 
our attention in the perfectly frank way you did, and again assur- 
ing you of our absolute loyalty, we remain... . 


To which the respondent replied: 


We acknowledge your letter of May 20 and thank you for same. 
We will be glad to have you keep us informed along the lines 
suggested for our mutual benefit. 


Par. 16. Respondent did not always confine its efforts in resale 
price maintenance to correspondence or interviews with single jobbers. 
On certain occasions it adopted the method of circularizing all the 
dealers in the affected territory, and endeavored to exact from each an 
assurance of rigid adherence to the applicable resale discounts. Toward 
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the end of the period in which the Mississippi River was the dividing 
line—namely, July 26, 192 I—respondent issued a circular addressed 
“To Jobbers Quoting and Selling the Trade West of the Mississippi 
River,” calling attention to the fact that the resale discounts applicable 
to points on the river and east, did not apply to points west of the 
river, and advising all jobbers that it had been informed that certain 
jobbers east of the river were quoting consumers west at the eastern 
scale of prices. The circular continued: 


Jobbers having followed the above practice are asked to with- 
draw such quotations at once and covering all quotations or sales 
in the territory west of the Mississippi River, use our western 
resale schedule and make their quotation f.o.b. shipping point, but 
with freight equalized with nearest point where there is a jobber 
carrying our tools in stock. Please acknowledge receipt of this 
bulletin indicating your understanding and willingness to cooperate. 


A duplicate of this bulletin dated July 30 was also issued for reasons 
which are not explained. This bulletin was sent out to all jobbers to 
whom it applied. The respondent objected to the introduction of 
these exhibits and to other matters relating to them, arguing that it 
was a dead issue in which the Commission could have no interest. For 
the reason previously stated it seems that the objection was properly 
overruled and the exhibits and evidence properly admitted. A number 
of replies were received in response to the request for an acknowledg- 
ment of the receipt of this bulletin and an indication of the under- 
standing and willingness of the jobbers to cooperate. Some of these 
were simple statements of acknowledgment of receipt; others were 
assurances of observances of the suggested prices at all times; others 
stated that the writers would be “governed accordingly.” Others stated, 
“We shall be pleased to maintain the retail schedule as requested.” 
Another stated, “You may be assured we will cooperate with you in 
this matter.” 


Par. 17. Apparently the replies received were not sufficient to satisfy 
the desires of the respondent because the bulletin was reissued with 
an addition at the top reading as follows: 


The original of this circular was sent to you on July 30. We 
have not received a response. Kindly let us hear from you at 
once because we desire to have unanimous action on the part of 
all jobbers interested. 


This was sent to all jobbers who had not responded to the original 
circular. This produced results in a number of cases. One dealer 
said, “Care is being taken to comply with the above requirement.” 
Another, “Will govern ourselves accordingly.” Another stated, “Will 
be very glad to cooperate on this basis.” Another, “We most cer- 
tainly will comply with your request as we are hardly [sic] in favor of 
such plan.” Another said, “We assure you of our willingness at all 
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times to cooperate with you in this respect.” Another, “We assure you 
that prices will be quoted in accordance with your request.” To one 
jobber who made no response to either the first or the second circular 
the respondent wrote, attaching a copy of the bulletin and stating: 


Practically every other jobber in the territory at interest, as far 
east as Chicago, has written us expressing approval of this price 
schedule and agreeing to maintain it in quoting west of the river. 
We want and must have the cooperation of your organization in 
this direction if this western schedule is actually to be made 
effective. 


This particular dealer replied that on legal advice he made no 
agreements with any one relative to resale prices and, therefore, was 
unable to accept the circular letter referred to. This dealer, however, 
while he refrained from giving the assurance called for, in the following 
December reported that St. Louis jobbers were selling tools at the 
eastern resale discount price and advising that the Wichita branch of 
this respondent in order to obtain business would be obliged to meet 
this competition. To this the respondent replied stating that its 
Mississippi River boundary line had not proved satisfactory, “Although 
we have written many letters and have taken the matter up personally 
on some occasions. We have finally concluded that that boundary line 
is too arbitrary to be effective.” 

Par. 18. The respondent applied the method of general circulariza- 
tion of its dealers in territory in which variations of the resale discount 
were reported, as the occasion seemed to warrant. A circular letter 
in the following form was sent to all of the jobbers in the Pittsburgh 
territory on or about May 15, 1922: 


Gentlemen: It has been reported to us that two jobbers in your 
community have recently and very foolishly quoted on Toledo tools 
at a most decided reduction beyond the resale schedule. Our 
established price to the consumer is reasonable and the margin of 
profit provided for the jobber who sells our tools is likewise reason- 
able; there is absolutely no reason why our resale schedule should 
not be maintained without deviation at all times. We attach hereto 
a copy of our resale sheet which contains the list prices and the 
discount applying thereto. We will appreciate your close coopera- 
tion in the absolute maintenance of this schedule and would like 
an expression from you if you care to give it. We have only one 
recourse for the jobber or dealer who will not maintain our resale 
schedule, and that is to cease selling that jobber or dealer. 


The purpose of issuing this circular letter was, as stated by the treas- 
urer of the respondent, “to curtail any proclivity that may exist on the 
part of jobbers who had not offended, to meet the prices made by 
offending jobbers.” 

The replies to this Pittsburgh circular are not all in evidence. But 
the treasurer of the respondent stated that while he had no particular 
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recollection, he would say that answers were received generally to all 
of these letters. In further explanation it was stated that this circular 
would encourage a dealer who wanted to make a reasonable profit and 
was bothered by claims of lower prices quoted elsewhere, because he 
would realize that the respondent was endeavoring to create the im- 
pression that a stable line of prices would be supported by the re- 
spondent. One of the dealers in Pittsburgh to whom this circular went 
stated that it was adhering to the suggested resale price but was losing 
business as a result. To which the respondent replied as follows: 


We must do all we can to insure the stability of prices in our 
line in any community where some dealer is foolish enough to in- 
augurate a destructive price-cutting campaign, and this was the 
reason for our letter of the 15th. We believe we have the matter 
well in hand and hope the tendency to get away from our resale 
schedule is definitely checked. 


One of the Pittsburgh dealers apparently was written a special letter 
making direct charges of violation of the resale discounts, and arguing 
the necessity for adherence thereto. The letter concluded: 


Our only recourse in matters of this kind is to cease selling the 
jobber or dealer who will not maintain our resale schedule. We 
therefore suggest that you investigate this matter thoroughly and 
let us have a detailed response setting forth all the facts as you 
can find them, and advising us what we may expect relative to 
your policy in future. Your immediate attention will greatly 


The dealer in question replied with considerable explanation and con- 
cluded: 


You may take this as our assurance that your established resale 
discount of 50% will be absolutely maintained by us in future, 
and if our competitors are inclined to cut your prices, that would 
be a matter strictly between themselves and you. This company 
will, in future, maintain your established prices to the letter. 


The effect of the Pittsburgh circular was stated by the respondent 
in a letter of May 25, 1922: 


I am glad to tell you that the responses received have, in the 
main, indicated a strict adherence to our resale schedule. Before 
the matter is dropped we will have everybody in line, although it 
looks as though we will have to cease selling one of our connec- 
tions who has not, up to the present moment, replied to our letter. 
It is that particular dealer who has been reported to us as “run- 
ning wild” with his quotations. 


It is in evidence that the particular dealer referred to finally made a 
satisfactory reply which resulted in assurances of resale price mainte- 
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nance being made by all of the Pittsburgh dealers. And there was no 
further complaint from that territory. 


Par. 19. The California National Supply Company on November 
5, 1921, complained to the respondent that its resale prices were not 
being maintained and that it was unable to trace the shipments of 
local jobbers who were varying from the resale discount. To which 
the respondent replied, acknowledging the receipt of this communica- 
tion, regretting that the identity of the price-cutters could not be ob- 
tained, and stating: 


Under the circumstances we cannot do anything that will be 
very effective, but we will write a letter to each one of the Los 
Angeles jobbers, sending them a copy of our resale discount sheet, 
and ask them all to adhere strictly to this schedule. We attach 
hereto a copy of the letter we will send out. We hope this will ac- 
complish the desired result, but in the meantime, suppose you have 
your sales force keep their eyes and ears open, and perhaps they 
will locate the people who are doing the price-cutting. 


The letter referred to, after stating the report of price-cutting and 
arguing in favor of its maintenance from the point of view of the in- 
terest of the jobber, concludes: 


May we ask that you go into this matter fully and let us have 
your response as soon as you have a comprehensive knowledge of 
the situation. 


This letter went to all of the jobbers in Los Angeles and replies were 
received from some of them, whether from all of them the witness was 
unable to state. There were no further complaints of price-cutting 
after the issue of this letter. A number of replies stated, “Assuring 
you that it is our desire to cooperate with you at all times;” “We have 
always respected your wishes with regard to the retail price of your 
goods;” “We are adhering to the suggested discounts without varia- 
tion;” another stated, ““We will do everything possible to maintain these 
retail prices and if we can furnish you any information at any time 
regarding any one cutting these prices, you may be assured we will 
cheerfully do so.” One of the Los Angeles dealers, upon receipt of this 
letter, called the attention of the respondent to the fact that previous 
complaint had been made concerning sales made by the respondent to 
an oil well supply company, to which the respondent replied: 


We are pleased to advise that our files show that at that time 
we went into this matter exhaustively with the Lacey Company, 
which admitted having made quotation as charged. ... . At that 
time they expressed their regret at having made the quotation 
which they contended was really a clerical error, and promised that 
there would be no recurrence of like nature. With this unequivocal 
promise we have continued to sell the Lacey Company. Should 
there be any later evidence that they have not been adhering to 
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our retail schedule we hope you will not fail to advise us re- 
garding it. 


Par. 20. The Standard Supply and Equipment Company of Pitts- 
burgh, Pennsylvania, was reported to the respondent as having de- 
parted from the resale discount. The respondent wrote on May 23, 
1922, and the Standard Supply Company replied on June 6, admitting 
and justifying the cut. The respondent inquired for further details, 
advising that the Supply Company’s order was being held meanwhile. 
Apparently an adjustment was reached satisfactory to the respondent. 
The writer said: 


Since this matter has been adjusted to your satisfaction we have 
been very careful to quote nothing lower than discount you sug- 
esting We shall be very glad to assist you in helping to right 
matters for you in Pittsburgh. 


The respondent acknowledged this letter, stating: 


We will report to you later if we have anything definite in this 
case. 


The Supply Company placed some orders subsequently which drew 
from the respondent an inquiry dated June 7, 1922, whether the tools 
were actually sold at the prices stated and, if not, at what prices they 
were sold, and also inquiring whether the orders originated with the 
Pittsburgh house. The Supply Company advised in reply that the 
orders originated in Philadelphia and that the regular resale prices 
should have been maintained. The respondent queried in response, 
“Will you kindly tell us if our regular resale prices were secured by 
you covering the material specified on these orders.” The Supply Com- 
pany wrote that the business was secured at the regular resale prices. 


Par. 21. In November, 1921, the W. D. Allen Manufacturing Com- 
pany, of Chicago, called the attention of the respondent to the cutting 
of the resale discounts in Chicago, stating that “There are two con- 
cerns in Chicago that the writer knows do not hold to the resale price.” 
The respondent replied, stating that they could do nothing unless the 
Allen Company would furnish the names of the jobbers responsible for 
the variation, saying: 

In our mutual interest you ought to do this. We would protect 
your name and keep you out of it. But we would like to get after 
any jobber who is cutting the prices on our product because we 
consider this price-cutting to be a stab at our very life’s blood. 
The only way we can be sure to maintain the interest of the jobber 
in our product, is to make our tools profitable for him to sell, and 
the fellow who breaks down our resale schedule is operating against 
us. Therefore, we trust you will let us have all the information 
you have at your command in this direction. 


Par. 22. The information afforded by this letter was the basis of a 
general circularization of all Chicago jobbers by bulletin issued April 
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19, 1922. This bulletin states that one of the respondent’s salesmen, 
Mr. Thornberry, had been in Chicago and reported a very unsatis- 
factory state of affairs with reference to the sale of the respondent’s 
products. After presenting argument in favor of its policy of resale- 
price maintenance and the protection afforded thereby to the dealers 
in respondent’s products, this bulletin concluded: 


Now we propose, if it is at all possible, to see that our resale 
schedules are maintained. The Toledo factory is running full time 
and is busy, and if we have to we can well get along without Chi- 
cago business. We are going to sell our tools to the jobbers who 
do maintain our prices, who will get a reasonable margin of 
profit on which to do business. May we not have your coopera- 
tion? We want a real show-down in this matter with all the 
cards on the table. Trusting that we may have a full a [sic] com- 
plete reply by return mail, we are, and so forth. 


While dated in 1922 this bulletin was evidently issued in 1921. A 
considerable number of replies were received by the respondent to this 
bulletin. One jobber stated, ‘““We ourselves have never sold any Toledo 
tools at anything different from your sheet.” Another stated, “You 
can absolutely depend upon us not to make any rebates or cut prices 
TA OULT LELEILOLY tee However, you can be assured that except 
through an error or mistake you will not have occasion to complain 
about us, and our books will be open should it become necessary.” To 
one of the jobbers, the respondent wrote with reference to the bulletin 
in question: 

We feel quite sure that the jobbers in Chicago and elsewhere 
will not sell any more Toledo tools by cutting the price, and they 
will get just as much business by adhering to our resale schedule. 
What we are trying to develop by this bulletin we sent out is 
some exact fact or facts as to who is doing this price-cutting, be- 
cause then we believe we will be in shape to stop it. 


Another jobber said, ““We understand that you insist upon this policy 
and have endeavored to religiously follow it.’ Another stated, “We 
have never cut the price, as the margin now derived, based upon last 
year’s cost of doing business, does not reflect any profit on these goods.” 


Par. 23. In June, 1922, departure from the resale discounts in Balti- 
more, Maryland, came to the attention of the respondent, resulting in 
a form letter sent to all the jobbers in Baltimore. This form letter 
states: 


We are addressing this letter simultaneously to all the jobbers 
and dealers in Baltimore that sell our tools. Two jobbers have re- 
ported to us that somebody is cutting the prices on Toledo tools 
5% or more. One of these jobbers used the expression, “Lots of 
them are doing it.” 
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After arguing in justification of its policy and the reasonableness of 
its margins, the respondent in this form letter stated: 


Our only recourse in a matter of this sort is to cease selling the 
jobber who will not maintain our published resale schedule, a 
copy of which we attach hereto. Will you please let us have an 
expression from you as to your attitude in this matter. You will 
thus greatly oblige. 


A number of replies were received by the respondent from Baltimore 
dealers in response to this form letter. One stated, “We have been and 
intend to strictly adhere to the new discount sheet.” Another said, 
“We have at all times maintained your regular resale prices.” Another, 
“We have steadfastly maintained your resale schedule though we fre- 
quently lose orders by so doing. We will heartily appreciate any steps 
you take to induce all your dealers to maintain this schedule.” Another 
said, “We are more than glad to cooperate with any manufacturer on a 
suggested resale price basis because we are in the business to make a 
profit.” Another wrote, “We will positively adhere to your selling price 
and will report to you if we are able to find out what jobber in our city 
is cutting.” One dealer wrote, “You may always rely upon us to govern 
ourselves as per your remarks and trust we may be able to favor you 
with considerable business during the year.” Another stated that they 
“always have in the past lived up to your resale prices and we fully 
intend to do so in the future.” 

The circular also brought a reply from one firm which admitted that 
it had been departing from the resale discount; that this was due to an 
error; and that the resale discount list was being maintained. To this 
the respondent replied in part: 


If we are to continue to do business with you at all we must have 
a very specific and definite assurance that hereafter there will be no 
deviation from our resale schedule under any circumstances. 


The dealer in question replied to the effect that it would maintain 
the resale prices suggested by the respondent. After the distribution 
of this circular among the Baltimore jobbers there was no further com- 
plaint of price-cutting in Baltimore. 

This constitutes the case in support of the allegations of the com- 
plaint. The respondent, for cause why an order to cease and desist 
the practices charged should not be issued against it, showed that the 
prices of its tools to the consuming public were not enhanced by the 
practice and that its prices were below those of its competitors for 
similar tools. It also showed that the margin which was allowed to 
its dealers was less than the amount allowed by competitors to their 
dealers, and that this margin was not in fact, as much as many jobbers 
thought to be required in order to show a profit on the handling of the 
respondent’s goods. The argument mistakes the nature of these pro- 
ceedings. The question is not whether the price of the commodity was 
unduly enhanced but whether an illegal method was employed by the 
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respondent in endeavoring to secure the maintenance of its suggested 
resale prices, which had a dangerous tendency unduly to hinder com- 
petition among the distributors of the respondent’s products. The 
same disposition may be made of the argument that the removal of the 
resale discounts and jobbers’ discounts would result in an increased 
price of the respondent’s products to the consumer. 

The respondent laid stress upon the fact that in but four instances 
had identical bulletins or form letters been sent to all the dealers in 
any particular territory. It is apparent from the testimony that this 
practice would have been used in any other instance in which it had 
been, in the opinion of the respondent, necessary to follow this practice. 
Some force was sought to be given to the statement that refusals to sell 
were limited to the W. J. Baird Company, of Detroit, the Axtel Com- 
pany, of Fort Worth, the Jackson Supply Company, of Indianapolis, 
The Foster Supply Company, of Philadelphia, and possibly two others. 
But this statement cannot be regarded as controlling in view of the 
fact that in a number of instances upon receiving definite assurances 
of the intention of the dealer to maintain the resale price schedule, 
business relations were resumed. The particular instances cited may 
be regarded as those in which the dealer for one reason or another, failed 
to give such assurance. The respondent travels five salesmen but it is 
no part of their duty to investigate to determine whether prices are be- 
ing cut in any community, and there is no general duty devolved upon 
dealers to report price-cutting in their vicinity. It appears that in 
every instance in which a report of price-cutting was made to the re- 
spondent where definite information was not given, the reporting dealer 
was requested to furnish specific information and was given the assur- 
ance that it would be acted upon if furnished. This request was in at 
least four instances followed by a general circularization of the affected 
territory, resulting in the elimination either by assurances of all con- 
cerned of effective resale price maintenance, or a discontinuance of re- 
lations with the price-cutter. 

While the documentary evidence, and the testimony with relation 
thereto, ends in 1922, there is no suggestion on the part of the re- 
spondent of a discontinuance of its policy or methods, or any variation 
from the conduct evidenced by the previous expressions of the re- 
spondent. In a communication to one of its dealers after the com- 
mencement of the investigation by the Federal Trade Commission, the 
respondent stated in part: 


We ourselves are firmly convinced that our policy is a just one 
and legally and ethically sound. We are welcoming the prospect 
of a final solution of the question. 

CONCLUSIONS OF FACT 


Upon the foregoing findings we arrive at the following conclusions of 
fact: 


1. The selling policy of the respondent is based upon the use of a 
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base list price with discounts therefrom, by which are fixed the prices to 
the jobbers and through the jobbers to the consumers. 


2. That the respondent divides the territory of the United States 
into two selling districts in which different resale discounts to the con- 
sumer are established for the purpose of assisting to equalize freight 
differences favoring the eastern territory. 


3. That the respondent established this line at the Mississippi River 
in 1920 and moved it west to the Colorado line in 1922, making the 
readjustment for the purpose of eliminating, so far as possible, a varia- 
tion in resale discounts in the western territory. 


4. That in locating this line for this purpose the respondent sought 
and received advice from dealers in the territory affected. 


5. That it was the policy of the respondent to take notice of every 
report from a jobber or dealer of variations from the resale discounts, 
to make the reporting jobbers or dealers understand that the respondent 
welcomed such reports, and would enforce its resale price schedule by 
refusing further sales to the offending dealer if he could be located. 
That the respondent urged dealers or jobbers making indefinite re- 
ports of price-cutting to conduct investigations to determine the identity 
of the price-cutter and to report such price-cutter to the respondent so 
that the dealers of the respondent well understood that it was the policy 
of the respondent to receive reports from its dealers, and to refuse 
further sales to confirmed price-cutters. That the respondent becom- 
ing aware of the identity of a price-cutter refused further relations 
with such price-cutter unless it appeared that the price variation was 
due to an excusable error, or the respondent received from the offend- 
ing dealer a definite and positive assurance in writing applicable both 
to sales already made and such sales as might be consummated in the 
future, that the respondent’s resale discount schedule would be abso- 
lutely maintained. That upon a number of occasions the respondent 
had insisted upon and received such assurances from dealers or jobbers 
who had varied from the resale discount schedule. 

6. That whenever in the opinion of the respondent it was necessary 
so to do, either because of the appearance of a considerable departure 
from the use of the resale discount schedule or because the price-cutters 
could not be identified, the respondent, both for the purpose of ascer- 
taining the identity of the price-cutters and for the purpose of re- 
ceiving renewed assurances from its dealers in the affected territory 
as to resale price maintenance, issued a circular bulletin or form 
letter to all of its dealers in the affected territory, calling attention to 
the policy of the respondent for the maintenance of its resale discount 
schedules; and in effect calling upon each dealer to acknowledge the 
receipt of the bulletin, circular, or letter in question and to give, in 
writing, assurances operative both as to sales already consummated 
and applicable to stock in the dealer’s hands, as well as to sales not 
yet consummated, that the dealer would adhere strictly to the re- 
spondent’s schedule of resale discounts, upon the penalty stated that 
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the respondent would refuse business relations with any jobber or 
dealer who failed to maintain the respondent’s suggested resale prices. 


7. That this practice was followed with reference to all dealers in 
the western territory on one occasion, and another time with reference 
to all dealers in the Pittsburgh territory. Again with reference to all 
dealers in the Los Angeles territory, and again with reference to all 
dealers in the Baltimore territory. 


8. That in each instance of individual price-cutting reported to the 
respondent where the respondent cguld learn the identity of the price- 
cutter, if the price variation was not satisfactorily explained to the 
respondent as a mistake and the dealer in question refused to give 
assurances in writing applicable both to his stock in hand represent- 
ing consummated sales and to future sales as well that he would be 
governed by the respondent’s suggested resale price, the respondent 
refused further sales to such dealer. 


9. That the respondent sought and secured the cooperation of its 
dealers in dividing its territory for the purpose of a variation in resale 
discounts, in order that the location of the dividing line might be a 
practical means of eliminating variations from the resale discounts 
operative in each territory. That the respondent sought the coopera- 
tion of its dealers in making reports of price-cutters, thereby enabling 
the respondent to eliminate wilful price-cutters from its list of dealers. 
That the respondent, whenever it deemed necessary, exacted from its 
dealers a written assurance that such dealers would both with refer- 
ence to consummated sales and sales not yet consummated, cooperate 
with the respondent in the maintenance of its resale prices. 


CONCLUSION 


That the practices of the said respondent, under the conditions and 
circumstances herein set forth, are unfair methods of competition in 
interstate commerce and constitute a violation of Section 5 of an Act of 
Congress approved September 26, 1914, entitled, “An Act to create a 
Federal Trade Commission, to define its powers and duties, and for 
other purposes.” 


ORDER TO CEASE AND DESIST 


This proceeding having been heard by the Federal Trade Commis- 
sion upon the complaint of the Commission, and the briefs and argu- 
ment of counsel, and the Commission having made its findings as to 
the facts and its conclusion that the respondent has violated the pro- 
visions of an Act of Congress approved September 26, 1914, entitled 
“An Act to create a Federal Trade Commission, to define its powers 
and duties, and for other purposes,” 

It is now ordered, That the respondent, Toledo Pipe Threading 
Machine Company, its officers, agents and employees do cease and 
desist from maintaining its suggested resale discounts by: 


1, Requiring from dealers assurance that they will be governed by 
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the suggested resale discounts in the disposal of stocks previously 
purchased, as a condition precedent to subsequent sales to them by 
respondent. 


2. Requiring from dealers placing orders assurances that the com- 
modities so ordered will be resold at the suggested resale discounts 
as a condition precedent to the acceptance of such orders. 


3. Requiring from dealers generally assurances that they will be 
governed by the suggested resale discounts in all resales of respondent’s 
products, under threat of discontinuance of relations. 


4. Seeking the cooperation of dealers in making effective a resale 
price maintenance policy (1) by seeking the advice of dealers as to 
the location of a selling territorial division line for the stated purpose 
of eliminating price competition among dealers; (2) by manifesting 
to dealers an intention to act upon all reports sent in by them of varia- 
tions from the resale discounts by the elimination of the price-cutter; 
(3) by informing dealers that price-cutters reported who would not 
give assurance of adherence to the suggested resale discounts, had been 
or would be refused further sales; (4) by employing its salesmen to 
investigate charges of price-cutting reported by dealers and advising 
dealers of that fact; by which means consecutively or concurrently 
applied, the aid and assistance of dealers is sought and obtained in 
the prevention of departures from respondent’s resale discounts. 

It is further ordered, That the respondent, Toledo Pipe Threading 
Machine Company, shall within sixty days after the service upon them 
of a copy of this order, file with the Commission a report in writing 
setting forth in detail the manner and form in which they have com- 
plied with the order to cease and desist hereinbefore set forth.® 


5 The United States Circuit Court of Appeals for the Sixth Circuit reviewed this 
order of the Federal Trade Commission and affirmed it with the exception of para- 
graph 4, which was vacated and concerning which the court’s opinion was as 
follows (11 Fed. (2d) 337): 


As to paragraphs 1, 2, and 3, of the order to cease and desist, there is room to think that the 
requirement of promises from price-cutters, and the assurances in a number of cases, received 
from them, go far enough to constitute a system of Cooperative effort not protected by the manu- 
facturer’s individual right of arbitrary selection of customers; and, though with hesitation, we 
accept that view. As to paragraph 4, we note that subdivision 1 relates to a plan, abandoned 
three years before, and, so far as we see, never pertinent to the issue, while subdivisions 2, 3, 
and 4 specify acts which seem to us to be of necessity reasonably incidental to the fair exercise 
of this right of selection. They represent the irreducible minimum of means by which one who 
adopts the policy of not selling his goods to price-cutters may endeavor to maintain that policy 
and the inevitable degree of ‘‘cooperation” naturally and selfishly coming from dealers who uphold 
the system; and they should not be enjoined. We are confirmed in this conclusion by observing, 
when we analyze the paragraph carefully, and compare, upon one side the clear general right of 
the respondent to refuse to deal further with price-cutters, and upon the other side the prohibi- 
tions of this paragraph:—as to subsection 1: although respondent may for the guidance of its 
own conduct lawfully formulate its schedules of desired resale prices with due regard to varying 
freights, it may not lawfully consult its dealers as to what would be fair treatment to them in 
this respect. As to subsection 2: respondent lawfully may act upon any report of price-cutting, 
spontaneously sent in, in his own interest, by a dealer; hence, of course, it may lawfully have 
the intention so to act; but it may not manifest this intention. As to subsection 3: respondent 
lawfully may cut off a reported price-cutter who is, in its view, contumacious; it rightly may 
intend to do so; but it may not inform dealers that it so intends. As to subsection 4: respondent 
lawfully may discontinue trade with one charged to be a price-cutter, and fairly may-do so if 
the charge is true; but it may mot have its salesman investigate the truth of the charge and 
advise dealers thereof. These distinctions do not appeal to us as having any basis in sound 
reasoning. 
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ComMMENTARY: The respondent in this case was selling tools for 
industrial equipment to jobbers who resold to users; it also accepted 
orders directly from industrial users, but at the same prices as those 
charged by jobbers. Therein was one ground for nominally differ- 
entiating this case from the Beech-Nut case, since the wholesale dis- 
tributors of the Beech-Nut Packing Company resold the company’s 
products to retailers. That difference was not material, however, to 
the fundamental issue, and reference to it here serves merely to indicate 
the pervasiveness of the problem of price-cutting. 

The company established a dividing line, first, at the eastern boun- 
dary of Colorado, then at the Mississippi River, and later at the 
Colorado line again—to separate the country into two regions to which 
different discounts and hence different resale price suggestions applied. 
The commission referred to this practice, it stated, not as a basis for 
its decision but because of the light which the practice threw upon 
the general policy of the respondent. The practice affords an inter- 
esting example of the problems which arise as a result of variations 
in freight rates when a company attempts to standardize resale prices. 

The company suggested resale prices and stated straightforwardly 
that it proposed to have them maintained. The respondent, when 
informed of price-cutting, did not acquaint the informants explicitly 
with the action taken in each instance, as did Hills Brothers under 
similar circumstances,’ but did advise them in general terms of the 
action which it proposed to take. Such advice was, in effect, merely 
a restatement of the company’s general pronouncement of policy. 
Since the respondent must have been assumed to be honest and hon- 
orable, such objection as the commission had to these practices must 
have been primarily to the general pronouncement rather than to the 
individual restatements of that policy. 

The commission’s decision in this case, which is analogous to its 
decisions in several other cases, seems to amount briefly to this: it 
does not deny the right of a manufacturer to suggest resale prices, 
but it does hold a manufacturer who suggests resale prices to be guilty 
of unfair trading if he announces that he will secure observance of 
the resale prices which he has suggested or else refuse to sell goods to 
the price-cutters. 

The basic issue was the same in this case as in the Beech-Nut case 
referred to above, but here the situation was simpler and the unsound- 
ness of the precedent set by the decision in the Beech-Nut case stands 
forth more clearly. 


June, 1926 Mb. C. 


8 Federal Trade Commission v. Beech-Nut Packing Company, page 4709. 
7 Federal Trade Commission v. Hills Brothers, page 559. 


FEDERAL TRADE ComMISsION v. Hitts Brotuers! 
MANUFACTURER—COFFEE 


PricE MAINTENANCE—Standardization of Resale Prices by Cooperative 
Means Held Illegal. The Federal Trade Commission ordered the com- 
pany, which manufactured and sold directly to retailers coffees, teas, 
spices, and similar products, to discontinue: requiring as a condition of 
sale that customers agree not to sell certain brands of its coffees below 
specified prices; soliciting from salesmen and retail customers reports 
of retailers failing to observe the specified prices, and refusing or threat- 
ening to refuse sales to retailers so reported; utilizing other equivalent 
cooperative means of maintaining resale prices.” 


(1925) 


COMPLAINT 


Acting in the public interest pursuant to the provisions of an Act 
of Congress approved September 26, 1914, entitled “An Act to create 
a Federal Trade Commission, to define its powers and duties, and for 
other purposes,” the Federal Trade Commission charges that Hills 
Brothers, hereinafter referred to as respondent, has been and is using 
unfair methods of competition in interstate commerce in violation of 
the provisions of Section 5 of said Act, and states its charges in that 
respect as follows: 


Paragraph 1. Respondent is a corporation organized and existing 
under and by virtue of the laws of the state of California, having its 
main office and place of business in San F rancisco, in said state. It 
is now and at all the times hereinafter mentioned has been engaged 
in the business of roasting coffees and in the sale of coffees, teas, spices, 
and other similar products to retail dealers in various states of the 
United States, and it causes said products when so sold to be trans- 
ported from its said place of business in the state of California to 
purchasers thereof in various other states, and has been and now is 
in active competition with other individuals, partnerships, and corpora- 
tions similarly engaged. 

Par. 2. In or about the year 1920 respondent adopted and has since 
employed a merchandising plan or policy for certain brands of its 
roasted coffee by which it established a system of resale prices for 
said products, varying roughly according to the respective transporta- 
tion charges to different localities, which prices respondent required 
and still requires its various distributors to observe as the respective 





* Federal Trade Commission, Docket 1006, January 28, 1925. 
* Headnote by Graduate School of Business Administration. 
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minimum prices to be charged by them in reselling said products to the 
purchasers thereof in their respective localities. 


Par. 3. In order to carry out the said plan or policy, and to secure 
the cooperation therein of dealers generally, the respondent adopted 
and employed and still employs the following among other means by 
which it and those cooperating with it have undertaken to prevent and 
have prevented other dealers from selling said products at prices less 
than the said minimum resale prices so established by respondent: 


(a) It issues resale price-lists to the trade in which lists the 
various minimum resale prices for its said products are set forth 
and explained; 

(b) It makes it generally known to the trade by letters, cir- 
culars, salesmen’s interviews, and other means that it expects and 
requires retail dealers handling its products to maintain and 
enforce said minimum resale prices; 


(c) It enters into informal agreements, understandings, and 
arrangements with retail dealers for the maintenance of said mini- 
mum resale prices in their respective localities as a condition of 
opening accounts with such dealers or of continuing their supply 
of its products; 


(d) It invites and procures from retail dealers handling its 
products reports as to the failure of other dealers to observe and 
maintain said minimum resale prices; 


(e) It directs its salesmen and other employees to secure infor- 
mation as to retail dealers who fail to observe said minimum resale 
prices; 

(f) It uses information received through its distributors or em- 
ployees to induce and coerce such dealers as have failed to observe 
said prices to maintain the same in the future by exacting prom- 
ises and assurances from them to that effect, and by threatening 
that if such prices are not maintained further goods will not be 
supplied to them by respondent; 

(g) It threatens to refuse and does refuse to sell its products 
to dealers failing to observe and maintain said minimum resale 
prices; 

(%) It favors dealers who maintain said prices by discriminat- 
ing against competing dealers who fail to observe the same; 

(7) It makes a record in the appropriate ledger accounts, or 
otherwise, of all instances coming to its knowledge in which deal- 
ers handling its products have failed to observe and maintain said 
minimum resale prices; 

(j) It refuses to supply such dealers with further goods until 
they have given satisfactory assurances for the maintenance of 
such prices in the future; 


(k) It seeks and secures the cooperation of its distributors 
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generally in preventing other distributors from obtaining respond- 
ent’s said products, by reason of failure to maintain said resale 
prices ; 

(2) It has used and now uses other equivalent cooperative 
means and methods for the enforcement of said system of minimum 
resale prices; all with the result that its said prices have been 
and are generally observed and maintained by distributors han- 
dling said products. 


Par. 4. The above acts and practices of respondent have had and 
still have the capacity and tendency to constrain all dealers handling 
respondent’s said products to sell the same at or above the minimum 
resale prices fixed by respondent as aforesaid, and prevent such dealers 
from selling such products at such less prices as they might or may 
deem to be warranted by their respective costs and efficiency, and 
hence to hinder and suppress all price competition in the resale of such 
products in the various localities in which the same are sold; thus 
tending to obstruct the free and natural flow of commerce in such 
products and the freedom of competition in this channel of interstate 
trade. 


Par. 5. The above acts and practices of the respondent are all to 
the prejudice of the public and respondent’s competitors and constitute 
unfair methods of competition in commerce within the intent and mean- 
ing of Section 5 of an Act of Congress entitled “An Act to create a 
Federal Trade Commission, to define its powers and duties, and for 
other purposes,” approved September 26, 1914. 


REPORT, FINDINGS AS TO THE FACTS, AND ORDER 


Pursuant to the provisions of an Act of Congress approved Septem- 
ber 26, 1914, the Federal Trade Commission issued and served a 
complaint upon the respondent, Hills Brothers, charging it with the 
use of unfair methods of competition in commerce in violation of the 
provisions of said act. 

Respondent having entered its appearance and filed its answer 
herein, hearings were had and evidence and testimony were there- 
upon introduced in support of the allegations of said complaint be- 
fore an examiner of the Federal Trade Commission, theretofore duly 
_appointed. 

And thereupon this proceeding came on for final hearing, and counsel 
for the Federal Trade Commission and counsel for Hills Brothers hav- 
ing submitted briefs and having argued the case before the Commis- 
sion, the Commission, having duly considered the record and being now 
fully advised in the premises, makes this its findings as to the facts 
and conclusion: 

FINDINGS AS TO THE FACTS 


Paragraph 1. The respondent, Hills Brothers, is a corporation organ- 
ized and existing under and by virtue of the laws of the state of Cali- 


562 HARVARD BUSINESS REPORTS 


fornia, with its principal place of business in the city of San Francisco 
in said state. The respondent company was incorporated in February, 
1914, and its capital stock is $2,000,000. Its officers are A. H. Hills, 
president; R. W. Hills, vice-president; E. M. Cofer, vice-president and 
general manager; G. H. Hills, vice-president; E. B. Hills, vice-presi- 
dent; R. W. Hills, Jr., vice-president; and P. L. Johnson, secretary. 
Respondent is engaged in the business of importing coffee from Brazil, 
Central America, Colombia, Hawaiian Islands, and Dutch East Indies, 
and, after roasting, grading, blending and packing the same, selling 
it in the United States. At the present time respondent deals only 
in coffee. It formerly imported and sold teas and spices but has dis- 
continued dealing in those commodities. 


Par. 2. Respondent sells its coffee direct to the retail dealers in food 
products. In some of the Western States it also sells to a few jobbers 
but at the same list price at which it sells to the retail dealers. Re- 
spondent also has in some of the eastern states wholesale dealers to 
whom it allots exclusive territory in the sale of its coffee. Respondent 
has about 25,000 customers to whom it sells its coffee. About 54% 
of these are located within the state of California, and the remaining 
46% are located in various other states of the United States but 
principally in the states of Washington, Oregon, Montana, Idaho, 
Utah, Colorado, Arizona, New Mexico, Nevada, Wyoming, and Mis- 
souri. 

Respondent employs about 61 salesmen who visit the retail grocers 
and other retail dealers selling food products and solicit orders for 
‘ts coffee. These salesmen are under the general direction of a sales 
manager who is located at the respondent’s principal place of business 
+1 San Francisco. Respondent maintains branch offices in Los Angeles, 
California; Portland, Oregon; Seattle, Washington; Butte, Montana; 
Salt Lake City, Utah; El Paso, Texas; and Denver, Colorado; which 
offices are in charge of branch office supervisors. At its branches 
respondent also maintains storage facilities, where it keeps a stock of 
‘ts coffee and from which stock it supplies its customers in the adjacent 
territory. 

Respondent markets its coffee under brands or trade names, among 
which are Red Can Brand, Blue Can Brand, Restaurant Special, and 
three brands of bulk coffee. The brand of coffee which respondent 
advertises most extensively is Red Can Brand, and those in which its 
volume of sales is the largest are the Red Can Brand and the Blue 
Can Brand. Coffee sold under the Red Can Brand is packed in 
vacuum tins in half-pound, one-pound, two-pound, two-and-one-half- 
pound, five-pound and twenty-pound sizes. Coffee sold under the 
Blue Can Brand is packed in paper cartons in one-pound, three-pound ° 
and five-pound sizes. 

Respondent has created a demand for its coffee on the part of the 
consuming public by means of advertising in the states in which it 
does business. Respondent advertises extensively, using such mediums 
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as billboards, street-car advertising, store and window displays, and 
newspapers. In the year 1923 respondent sold approximately 2 5,000,- 
ooo pounds of coffee, of which about 21,000,000 pounds was Red Can 
Brand and about 3,500,000 pounds was Blue Can Brand. About 44% 
of respondent’s sales were outside the State of California. 

Respondent causes the coffee it sells to be transported from its prin- 
cipal place of business in San Francisco, California, or from one of 
its branch offices and storage houses which are located in various states, 
through and into various other states of the United States where the 
purchaser resides. 


Par. 3. On November 5, 1920, respondent adopted a policy or plan 
of designating the minimum price at which the retail dealer should 
sell respondent’s coffee to the consuming public. The plan adopted 
provides that the retail dealer must sell respondent’s coffee for not 
less than 5 cents per pound above “store cost.” “Store cost” is the 
list price at which the retailer buys the coffee, plus the transportation 
expense. Respondent’s minimum resale price applies only to respond- 
ent’s Red Can and Blue Can brands of coffee. Respondent’s purpose 
in adopting this resale price policy was to make the price of its Red 
Can and Blue Can brands of coffee uniform in the various localities 
in which they were sold, and to prevent price-cutting by dealers. 
The plan does not prevent the retail dealer from charging more than 
the 5-cent margin allowed, but in some instances respondent’s salesmen 
have questioned the wisdom and advisability of retail dealers selling 
respondent’s coffee at higher than the minimum resale price where said 
retail dealers have offered for sale and sold the coffee at such higher 
prices. The fixing of a minimum resale price by respondent has the 
tendency to cause retail dealers to regard the said minimum resale 
price as a maximum resale price, and the great majority of dealers 
handling respondent’s coffee do sell it at the said minimum resale price 
and no other. 


Par. 4. Respondent made its minimum resale price plan known to 
the retail dealer by first issuing a bulletin to all its salesmen, and they 
in turn informed respondent’s customers. Later respondent caused 
advertisements of its minimum resale price plan to be published in 
retail grocery trade papers which had wide circulations in the states 
in which it sold its coffee. It also mailed to each of its customers 
copies of the advertisement that appeared in the said trade papers. 
Respondent’s salesmen from time to time call to the attention of the 
retail dealer the minimum resale price plan. Particularly is this done 
when calling on a dealer to solicit business the first time. 

Par. 5. When respondent makes any change in the price of its Red 
Can and Blue Can brands of coffee, it notifies its branch offices and 
salesmen and they in turn notify the retail dealer. Notice is given 
the retail dealer either by telephone, a personal call, or by mailing a 
card. In some instances the new price quoted is the price at which the 
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retail dealer is to sell to the consumer. At other times it is the new 
list price at which respondent sells coffee to the retail dealer. In the 
latter case the retail dealer adds 5 cents per pound to the price quoted, 
to comply with the respondent’s minimum resale price plan. 


Par. 6. Respondent enforces its minimum resale price plan by 
refusing to sell its coffee to a retail dealer who sells Red Can Brand 
or Blue Can Brand coffee for less than the minimum resale price estab- 
lished by respondent. When respondent learns that a retail dealer is 
selling its coffee below the minimum resale price, and the said retail 
dealer will not, after being solicited by respondent’s salesmen, restore 
the price to that provided in respondent’s plan, no more orders for coffee 
from that retail dealer will be filled by respondent. Since adopting its 
resale price plan respondent has refused to sell its coffee to approxi- 
mately 100 retail dealers, located in various states, for failure to main- 
tain the minimum resale price. 


Par. 7. Respondent learns of instances where its minimum resale 
price is cut, from its salesmen and from competing retail dealers located 
near the dealer cutting the price. The salesmen report instances of 
price-cutting in their respective territories to respondent, and invite 
and procure from the retail dealers upon whom they call, reports of 
the failure of competing dealers to maintain the minimum resale price, 
which reports the salesmen transmit to respondent. Retail dealers 
selling respondent’s coffee continually advise respondent’s salesmen 
whenever a competitor cuts the minimum price established by respond- 
ent, and often telephone to one of respondent’s branch offices and report 
instances of price-cutting by competitors. These reports by retail 
dealers are solicited and requested by respondent’s salesmen, who assure 
the retail dealers that if the offending dealer persists in selling below 
the minimum resale price respondent will refuse to sell him any more 
coffee. 


Par. 8. When a retail dealer is reported for failure to maintain the 
minimum resale price, one of respondent’s salesmen calls upon the said 
dealer and endeavors to obtain a promise from him that he will restore 
the minimum resale price. The salesman threatens the offending retail 
dealer that if he does not restore such resale price, and promise to 
observe it in the future, his name will be taken off respondent’s list 
of customers, and he will be unable to obtain any further supplies of 
respondent’s coffee. Upon promises by the retail dealer of his inten- 
tion to restore and maintain the minimum resale price the salesman 
assures him that respondent will continue to fill his orders for coffee, 
which it does. 


Par. 9. Retail dealers also often voluntarily report instances of 
failure to observe the minimum resale price by competitors, direct to 
respondent’s main office. Upon receiving such a report respondent 
writes a letter to the dealer who is not maintaining the price, calling 
his attention to respondent’s resale price plan and requesting the deal- 
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er’s approval and cooperation. Respondent also writes a letter to the 
dealer making the report, thanking him for the information, and enclos- 
ing a copy of the letter sent the dealer who has failed to maintain 
the price. By this means respondent encourages its dealer customers to 
report to it all instances of price-cutting which come to their attention. 
Respondent is always prompt to acknowledge and investigate reports 
of failure on the part of its dealer customers to observe the minimum 
resale price. 


Par. 10. Whenever a dealer refuses to maintain respondent’s mini- 
mum resale price and he is refused a further supply of coffee, his name 
is removed from respondent’s list of customers. This is accomplished 
by placing a sticker on the dealer’s ledger folio or ledger card, upon 
which sticker the words “Do Not Sell” are written. These stickers 
are also used when a customer is removed from the list for other reasons 
than the failure to maintain the resale price. 


Par. 11. When a dealer has been refused further supplies of re- 
spondent’s coffee for failure to observe the minimum resale price, and 
his name has been removed from respondent’s list of customers, his 
name will not be restored to the list and he can not again buy its coffee 
from respondent until he has given satisfactory assurances that he will 
follow the minimum resale price established by respondent in the future. 
Respondent’s Red Can and Blue Can brands of coffee are so well and 
favorably known, in the Pacific Coast and Rocky Mountain sections 
of the United States that they are almost a necessity for a retail grocer 
to have in stock at all times. 


Par. 12. Respondent marks on the can in which it packs Red Can 
Brand coffee the date on which the coffee is packed, in code. The mark- 
ing is not such a one that it would enable an employee of respondent, 
or any other person, to identify any can of coffee as being one of a 
certain shipment. No record is kept of what particular packages, cans, 
tins or cases are used to fill orders, and it is impossible to identify any 
particular can or package of coffee as being part of any order. 


Par. 13. The minimum resale price policy and practice of respondent, 
as applied to its Red Can Brand and Blue Can Brand coffee, as here- 
inbefore set forth, have the tendency and capacity to and do constrain 
all retail dealers handling said brands of respondent’s coffee uniformly 
to sell the aforesaid coffee to the public at the prices fixed by re- 
spondent for the respective territories in which they are located, and 
further to hinder and restrict competition between retail dealers han- 
dling respondent’s said brands of coffee. Respondent’s said practices 
tend to and do unduly hinder and obstruct competition in the sale and 
distribution of coffee in the course of interstate commerce. 


CONCLUSION 


The methods of competition set forth in the foregoing findings are, 
under the circumstances therein set forth, unfair methods of competi- 
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tion in interstate commerce in violation of the provisions of an Act 
of Congress approved September 26, 1914, entitled “An Act to create 
a Federal Trade Commission, to define its powers and duties, and for 
other purposes.” 

ORDER TO CEASE AND DESIST 


This proceeding having been heard by the Federal Trade Commission 
upon the complaint of the Commission, the answer of the respondent, 
the testimony and the evidence, and the Commission having made its 
findings as to the facts, with its conclusion that the respondent has 
violated the provisions of an Act of Congress approved September 26, 
1914, entitled “An Act to create a Federal Trade Commission, to 
define its powers and duties, and for other purposes,” 

Now, therefore, it is ordered, That respondent, Hills Brothers, its 
officers, directors, agents, servants, and employees, cease and desist 
from directly or indirectly carrying into effect by cooperative methods 
a system of minimum resale prices at which the articles manufactured 
by it shall be resold by its distributors and retail dealers, and more par- 
ticularly by any or all of the following means: 


1. Requiring purchasers or prospective purchasers to agree that they 
will not resell below a minimum price specified by respondent. 

2. Utilizing its salesmen for the purpose of enforcing cooperation 
in its resale price maintenance plan, to report retail dealers who do 
not observe its suggested minimum resale price, or acting on reports so 
obtained by refusing or threatening to refuse sales to dealers so 
reported. 

3. Requesting dealers, either directly or through its salesmen, to re- 
port competitors who do not observe the minimum resale price suggested 
by respondent, or acting on reports so obtained by refusing or threaten- 
ing to refuse sales to dealers so reported. 

4. Requiring from retail dealers previously cut off because of price- 
cutting, promises or assurances of the observance of respondent’s mini- 
mum resale price as a condition precedent to reinstatement of said 
dealers. 

5. Requiring from retail dealers charged with price-cutting, promises 
or assurances of the observance of respondent’s minimum resale prices 
as a condition precedent to future sales to said dealers. 


6. Causing retail dealers to be enrolled upon lists of undesirable 
purchasers who are not to be supplied with the products of the com- 
pany unless and until they have given satisfactory assurances of their 
purpose to maintain such minimum resale prices in the future. 

7. Utilizing any other equivalent cooperative means of accomplish- 
ing the maintenance of minimum resale prices fixed by respondent for 
its product. 


It is further ordered, That respondent, within 60 days after service 
upon it of this order, file with the Commission a report in writing, 
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setting forth in detail the manner and form in which it has complied 
with the order to cease and desist hereinbefore set out. 
By the Commission, Commissioner Gaskill dissenting. 


CoMMENTARY: Unlike the Beech-Nut Packing Company, Hills 
Brothers sold its products directly to retailers. It placed no serial 
numbers or other identifying marks on its shipping cases or packages to 
facilitate the tracing of shipments of merchandise offered for sale at 
cut prices as did the Beech-Nut Packing Company. In other respects 
this case is quite similar to the Beech-Nut case.* 

Hills Brothers suggested resale prices. It encouraged salesmen and 
customers to furnish information on price-cutting. When instances of 
price-cutting were brought to the firm’s attention, it remonstrated with 
‘the price-cutters and, if the remonstrances were ineffective, it refused to 
accept further orders from the recalcitrants. These practices consti- 
tuted an especially simple method of using moral suasion and refusal 
to sell as means of securing the observance of suggested resale prices. 

The firm, to be sure, indicated by notations in its ledgers the cus- 
tomers to whom further sales were not to be made. But such notations, 
or other records, were essential if the company was privileged to re- 
fuse to sell to any customers. The right to refuse to sell without the 
privilege of keeping a record of those former customers to whom no 
sales were to be made, would be a shadowy right. The firm also sent 
copies of its letters to price-cutters to the customers who had brought 
the price-cutting to its attention. This practice may have been of 
doubtful propriety, but surely it was the action taken toward the price- 
cutters, not the informatory letters regarding that action, which was of 
chief significance. In this case, again, the basic question was the right 
of the seller to suggest resale prices, and the inconsistency of the Beech- 
Nut decision in affirming that right while denying means of effectively 
exercising the right is once more apparent. 


June, 1926 Maric: 


* This order of the Federal Trade Commission was reviewed and affirmed by the 
United States Circuit Court of Appeals for the Ninth Circuit, 9 Fed. (2d) 481. 


4 Federal Trade Commission v. Beech-Nut Packing Company, page 479. 


FEDERAL TRADE CoMMISSION v. Q. R. S. Music ComPANyY’ 
MANUFACTURER—MUSIC ROLLS 


Price MAINTENANCE—Standardization of Resale Prices by Cooperative 
Means Held Illegal. The Federal Trade Commission ordered the com- 
pany, a manufacturer of music rolls for player pianos, to discontinue the 
use of cooperative means of maintaining uniform resale prices. Prac- 
tices specifically prohibited were: entering into contracts, agreements, 
or understandings with retailers; requesting retailers or the company’s 
own employees to report retailers not observing the suggested resale 
prices; refusing to sell or threatening to refuse to sell to retailers so 
reported.” 


DISTRIBUTION CHANNELS—Exclusive Agency Agreement Binding Retailers 
Not to Deal in Competing Products Held Illegal. Ina proceeding which 
it brought against the company, a manufacturer of music rolls for 
player pianos, the Federal Trade Commission found that the company 
had entered into agreements with a number of retailers whereby such 
retailers undertook not to sell the products of any competitor of the 
company. The commission held that such exclusive agency agreements 
substantially lessened competition in the sale and distribution of music 
rolls and ordered the company to discontinue the practice of making such 
agreements.” 


Price MAINTENANCE—Acceptance of Returned Goods to Prevent Price-Cut- 
ting. The company, a manufacturer of music rolls for player pianos, 
permitted retailers to whom it sold under exclusive agency agreements, to 
return music rolls which they were unable to sell at the company’s estab- 
lished resale prices. The value of the goods returned was credited against 
future orders from the retailers. In some instances the exchange privi- 
lege was confined to a percentage of the retailers’ purchases.” 


(1924) 
FINDINGS AS TO THE FACTS 
Paragraph 1. Respondent, The Q. R. S. Music Company, is a cor- 
poration organized, existing and doing business under and by virtue of 


the laws of the state of Illinois, with its principal place of business in 
the city of Chicago, in said state. 


(a) “Q. R. S.” are letters of the alphabet adopted arbitrarily as part 
of the name or title and are not abbreviations of a longer title. Prior 
to 1910, when it was absorbed by the Melville-Clark Piano Company, 
Q. R. S. Music Company was an independent concern. Subsequent to 

1 Federal Trade Commission v. The Q. R. S. Music Company, Docket 793—April 
8, 1924. 

2 Headnote by Graduate School of Business Administration. 
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that time, until 1920, Melville-Clark Piano Company conducted its 
player roll business under the name Q. R. S. Music Company. Feb- 
Yruary 9, 1920, Melville-Clark Piano Company changed its corporate 
name to The Q. R. S. Music Company, the respondent herein. 

(5) While The Q. R. S. Music Company has about three hundred 
stockholders, it is essentially a close corporation, since a majority of its 
capital stock is owned and held by four persons: Alfred N. Page, sec- 
Aeats Thomas M. Fletcher, president; Mr. Kisselhorst and Mr. 

oberts. 


Par. 2. Respondent is engaged in the business of manufacturing 
and selling music rolls for player pianos. It has factories for the 
manufacture of such rolls in Chicago, New York, San Francisco, and 
Toronto, and sales offices at each of these points from which it sells 
and distributes its said music roll products in the several states of the 
United States and also in foreign countries. 

(a) The great bulk of the music roll product manufactured, sold, 
and distributed by respondent in the several states of the United States 
has been known as Q. R. S. player rolls, the letters Q. R. S. having 
been copyrighted as a trade designation for such rolls. 


Par. 3. In the course and conduct of its said business as set forth 
in paragraph 2 hereof, respondent has been and is in competition with 
other persons, partnerships, firms, and corporations engaged in the 
manufacture and sale of similar products in interstate commerce. 


Par. 4. (a) The commercial production and sale of player rolls have 
developed largely in the past twenty-five years. Since 1910 such de- 
velopment has been extremely rapid, as shown by the growth of re- 
spondent’s annual production. According to records produced by re- 
spondent, its output in 1910 was approximately 157,000 rolls valued 
at $73,752; and in 1920, the banner year of its production, respondent 
manufactured in excess of 6,200,000 rolls valued at $3,690,601. 

(0) By its rapid strides in the manufacture of music rolls, respond- 
ent has become the leading manufacturer of music rolls for player 
pianos in the United States, as shown by a comparison of respondent’s 
annual output with the output of the entire industry. The estimated 
output of music rolls of the entire industry at the date of hearing herein 
was between ro and 12 million. This annual production contrasted 
with respondent’s production in 1920 of 6,200,000 rolls, gives the re- 
spondent a control of well over 50% of the industry. 

(c) Respondent’s rolls sell generally at higher prices than the rolls 
of competitors, so that its percentage of the gross business in dollars 
and cents is substantially larger than in number of rolls. 

(d) Respondent’s Q. R. S. music rolls are considered in the trade 
as of high quality and the fact that they are nationally advertised 
creates a brisk demand for them. Dealers in music rolls for player 
pianos find their business success in this line promoted by ability to 
furnish their customers with Q. R. S. player rolls. 
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Par. 5. Respondent sells the great bulk of its player rolls above- 
mentioned through retail dealers in music or musical instruments, and 
in kindred lines permitting the stocking and sale of such accessories 
as music rolls, sheet music, and phonograph records. These dealers are 
located in the several states of the United States and in foreign coun- 
tries, and are estimated to number in all about 7,500. 

(a) Customers of respondent east of the Allegheny Mountains are 
largely served from its factory and sales office in New York City. 
Customers of respondent in the Ohio and Mississippi valleys are largely 
served from its factory and sales office in Chicago. Customers west 
of the Rocky Mountains are largely served by respondent from its 
factory and sales office in San Francisco. Export business is conducted 
largely from the factory and sales office of respondent in New York 
City. Some customers in territory ordinarily served by the New York 
and San Francisco offices are served from the factory and sales offices 
in Chicago. 

(b) Respondent also sells its player rolls through several jobbers, 
but not more than 5% to 10% of its total product is thus distributed. 

(c) Respondent employs about thirty-five salesmen who sell its 
product to dealers and make preliminary arrangements with dealers 
as to the exchange of its player rolls. 

(d) Respondent issues catalogs, bulletins, or price-lists from time 
to time, listing its said player rolls. It also advertises its products 
nationally and locally. In its local advertisements it furnishes litera- 
ture to dealers handling its player rolls, or supervises and directs ad- 
vertisements of such player rolls by dealers, in local advertising 
mediums. 

(e) Respondent sells its rolls f.o.b. factories or point of shipment to 
the dealers who become its distributors. Such dealers, as well as the 
officers of respondent, consider the title to such rolls passes to the dealer 
purchaser as soon as respondent makes shipment and remains in said 
dealer while he retains possession. 

(f) Respondent’s Q. R. S. player rolls are priced to dealers by 
means of price-lists and discount sheets; “Confidential Discount Sheet, 
1920 Q. R. S. Rolls” provides that “on purchases under 5,000 rolls in 
one year the discount is 40%; on purchases of 5,000 rolls within one 
year the discount will be 40% and 10%. The extra 10% will be 
retroactive and credited to all purchases in 1920. On_ purchases 
amounting to 12,000 rolls or more per year the discount will be 50% 
applicable as above.” 

Terms to the dealers are 30 days net with an extra 2% discount 
allowed on all purchases paid for by the roth of the month following 
the purchase. Dealers make payments ordinarily for respondent’s 
player rolls upon these terms, such payments being in no way con- 
tingent upon the sale of the rolls by dealers. 


Par. 6. Respondent has employed in the sale of its Q. R. S. player 


FED. TRADE COM. v. Q.R.S. MUSIC CO. 571 


rolls, a policy and practice of fixing and prescribing from time to time 
the prices at which said player rolls shall be resold by retail dealers to 
consumers. 


(a) In connection with such resale-price maintenance policy and 
as a means of carrying it out and enforcing it in connection with the 
sale and distribution of Q. R. S. player rolls, respondent has issued 
catalogs, price lists, and other literature in which resale prices are 
suggested for respondent’s Q. R. S. player rolls. Respondent has caused 
such resale prices to be placed upon the labels of Q. R. S. player rolls 
and upon the boxes containing such rolls. 

(5) Respondent has advised dealers and has let it be known to the 
* music roll trade generally, that it regards its resale-price maintenance 
policy with regard to its Q. R. S. player rolls as vital to its business, 
and that to enforce such policy respondent would refuse to sell to any 
dealer who had cut the resale price of Q. R. S. rolls fixed by re- 
spondent. 

(c) Such references to its resale-price maintenance policy have been 
made by respondent in its application blanks used by dealers in initiat- 
ing their purchases of Q. R. S. player rolls, in circular letters and in 
correspondence with the respondent’s customers and its salesmen. 

(d) Before listing dealers as “authorized” and before selling them 
Q. R. S. player rolls, respondent asks them to fill out and sign a blank 
application indicating the sort of merchandise carried by applicant, the 
distance away of the nearest Q. R. S. dealer, the number of dealers in 
the city where applicant is located, whether applicant has theretofore 
carried or sold Q. R. S. rolls, what lines of rolls are then carried by 
applicant, whether applicant carried player pianos and if so, what kind 
and from whom purchased. The applicant is asked to give three ref- 
erences, and near the end of the blank occurs this printed statement: 


“IMPORTANT 


“The policies of Q. R. S. Music Company must be strictly adhered 
to in the marketing and retailing of rolls.” 


(e) This application is transmitted by respondent to the dealer with 
a letter requesting the applicant to fill out, sign and return it to re- 
spondent. When the dealer is accepted by respondent as a customer 
he is sent a form letter in which this paragraph occurs: 

“Our list price insures a fair profit only, and the protection of 
that profit is vital to us both. We will be glad to have your co- 
operation in advising us of any sale of our products that comes to 
your notice, that is detrimental to our mutual interests.” 


(f{) Pursuant to the aforesaid policy of resale-price maintenance re- 
spondent has requested its customers to report to it competing dealers 
who sell Q. R. S. player rolls for less than the resale price named by 
respondent in its catalogs, and its customers have in fact so reported 
such dealers to respondent. Respondent has also received from its 
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salesmen and agents reports concerning dealers who sell Q. R. S. rolls 
for less than the resale prices named by it in its catalogs. 

(g) Following such reports and with such reports as a foundation, 
respondent has endeavored to secure from the dealers reported agree- 
ments and promises to maintain respondent’s resale prices upon Q. R. 
S. player rolls, giving such dealers to understand that unless they did 
so they could no longer buy Q. R. S. player rolls from respondent. 

(k) Acting upon information as to price-cutting by competing deal- 
ers, received from customers, salesmen, or agents, respondent has sought 
and secured from such competing dealers, agreements to restore, ob- 
serve, and maintain the resale prices upon Q. R. S. player rolls named 
by respondent in its catalogs. 

(i) At the demand of a customer who was a competitor of other 
customers of respondent in the sale of Q. R. S. player rolls, respondent 
has brought pressure to bear upon such other customers to restore, ob- 
serve, and maintain the resale prices upon Q. R. S. player rolls named 
by respondent in its catalogs, and such action has been taken as a 
condition upon which the demanding customer promised to continue 
to observe and maintain such resale prices. 

(j) At the demand of customers who were competitors of other cus- 
tomers in the sale of Q. R. S. player rolls respondent has cut off or 
refused to sell such other customers, because such other customers had 
failed or refused to observe and maintain the resale price of Q. R. S. 
player rolls named by respondent in its catalogs, and such action was 
taken as a condition upon which such demanding customers continued 
to observe and maintain the resale prices named by respondent on 
Q. R. S. player rolls. 

(k) In carrying out its aforesaid policy of resale-price maintenance, 
respondent has refused to sell to dealers who persisted in cutting the 
resale price fixed by respondent for Q. R. S. player rolls. 

(1) In the course of its said business respondent has refused to sell 
to dealers who would not promise to observe and maintain its resale 
price upon Q. R. S. player rolls. 

(m) The resale price suggested by respondent is maintained by 99% 
of its dealers, and the number of respondent’s dealers who have cut 
respondent’s resale price during the last ten years and who were known 
by respondent to have done so, has not exceeded fifty in all. 

(n) In the maintenance of said resale prices upon Q. R. S. player 
rolls, respondent has a system of cooperative advertising and selling 
helps for dealers, these selling helps being extended only to dealers who 
maintain the resale prices named by respondent for Q. R. S. player 
rolls, and this cooperation is withdrawn from such dealers as respondent 
refuses to sell because of their failure to maintain said resale prices. 

(0) Respondent’s adoption and enforcement of its policy of resale- 
price maintenance as hereinabove set forth has secured for Q. R. S. 
rolls advantages in competition over the music rolls of other manufac- 
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turers, because of the fact that dealers in such rolls prefer to sell and 
distribute music rolls upon which the manufacturer suggests, maintains, 
and enforces uniform resale prices and because of the fact that certain 
other manufacturers, competitors of respondent, do not require their 
dealers to maintain resale prices. 


Par. 7. Respondent’s policy of maintaining resale prices upon Q. R. 
S. player rolls in the manner and by the methods hereinabove set forth 
has had the effect of establishing a uniform price upon such rolls pur- 
chased by the consumer from any dealer; said policy has also had the 
effect of preventing dealers from selling such rolls at lower prices such 
as might be found by them adequate and warranted by their respective 
selling costs and efficiency. Respondent’s resale price policy has also 
had the effect of lessening or eliminating competition between and 
among such dealers in the sale of Q. R. S. player rolls. 


Par. 8. Respondent, in the course of its business as hereinabove de- 
scribed, has entered into agreements with dealers for the sale and dis- 
tribution of Q. R. S. rolls, by which such dealers undertake to deal ex- 
clusively in player rolls made and sold by respondent, and not to buy, 
sell, or deal in player rolls made by any competitor of respondent except 
such character, class, or kind of roll as is not made or sold by re- 
spondent and cannot be secured from it. 

(a) During the space of about a year running from March 29, 1920, 
to July 21, 1921, respondent entered into such exclusive dealing agree- 
ments with numerous dealers scattered through various states of the 
United States, and business in Q. R. S. player rolls was carried on be- 
tween respondent and such dealers pursuant to such agreements. The 
making of such agreements with dealers distributing Q. R. S. player 
rolls made and sold by respondent was the regular practice and policy 
of respondent. 

(6) Respondent’s salesmen, when calling upon such dealers, advised 
them that exclusive dealing arrangements might be made with respond- 
ent, and solicited them to make such arrangements. These talks of 
the salesmen of respondent with the dealers were often followed by 
respondent’s sending such dealers memoranda giving specifically the 
conditions upon which exclusive dealing arrangements might be made. 

(c) In many instances such dealers addressed letters to respondent 
incorporating more or less specifically in their offers of exclusive deal- 
ing, the conditions set forth in respondent’s aforesaid memoranda. 
These offers were accepted by respondent as made, or with modifica- 
tions, and resulted in exclusive dealing arrangements between such 
dealers and respondent, under which were conducted the sale and dis- 
tribution of Q. R. S. music rolls. 

(d) This method of initiating exclusive dealing agreements was 
adopted to cover up the fact that such agreements were solicited by re- 
spondent and to give the impression that they were made in response 
to spontaneous offers from customers. 
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(e) The consideration flowing from respondent to such dealers for 
exclusive dealing in Q. R. S. player rolls in most instances included a 
so-called unlimited exchange privilege, by which respondent agreed to 
credit against future orders from the dealer the amount paid by such 
dealer for Q. R. S. player rolls which the dealer was unable to sell and 
which he returned with seals unbroken or in a salable condition, to 
respondent. Such return and exchange was limited by respondent in 
1921 to rolls purchased from respondent within the previous four 
months. In some cases, also, the unlimited privilege was curtailed and 
the exchange privilege of the dealer was confined to a percentage of 
the dealer’s purchases. Exchange privileges could be exercised but 
once a month. 


(f) Such unlimited exchange as was granted its exclusive dealers by 
respondent, as herein described, was equivalent to a rebate upon the 
purchase price paid for said goods by said dealers to respondent. 


(g) In addition to the unlimited exchange privilege based upon exclu- 
sive dealing, respondent gave to dealers selling and distributing both 
Q. R. S. player rolls and the rolls of other manufacturers, a limited 
exchange privilege by which such dealers were permitted to return to 
respondent once a month 5% of the quantity of Q. R. S. player rolls 
purchased by such dealers during the previous month. In each case 
the return of such rolls was coupled with an exchange and the number 
of rolls returned was not permitted to exceed the number of new rolls 
ordered at the time of the return. Credit for the rolls returned applied 
not to accounts already contracted by the dealer making the return but 
only to purchases made at or after the time of the return. The limited 
return or exchange privilege could be exercised but once each month, 
and if not exercised for any one month, lapsed and could not there- 
after be exercised as to purchases made for the month that had been 
neglected. 

(h) Regulations for exchanges under the unlimited exchange privi- 
lege and under the limited exchange privilege were sent by respondent 
to dealers in Q. R. S. player rolls in the form of a blank designated 
“Application for exchange.” On the front of such blank appeared forms 
for listing and numbering the rolls to be exchanged, and on the reverse 
side appeared printed conditions or regulations, under which the ex- 
change was made. These printed conditions or regulations, however, 
did not include any reference to exclusive dealing with respondent. 

(7) About 1921 respondent purchased the plant and property of the 
Rythmodic Company, which, as a branch of the American Piano Com- 
pany, was at that time manufacturing in New York City about 500,000 
player rolls a year. In 1922 respondent acquired the roll business of the 
Cable Piano Company of Chicago, which was being conducted under 
the name of Imperial Player Roll Company with headquarters in the 
city of Chicago. Imperial Player Roll Company had been in business 
since 1904, and at the time of its acquisition by respondent was manu- 
facturing about 1,000,000 player rolls a year. Respondent, after its 
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acquisition of the Rythmodic and Imperial player roll businesses, offered 
to dealers with whom it had exclusive agreements for handling Q. R. S. 
player rolls, Rythmodic and Imperial rolls covering such selections as 
could be furnished in Q. R. S. player rolls. Upon Rythmodic and 
Imperial rolls no resale price was named and said dealers were advised 
that upon such rolls they might sell at any price they chose, and thus 
meet the demand for rolls which were lower-priced than Q. R. S. rolls, 
without patronizing competitors of respondent. Said Rythmodic and 
Imperial rolls were also sold by respondent to dealers generally without 
restriction as to the resale price. 


Par. 9. Such agreements for exclusive dealing as set forth in para- 
graph 8 hereof, under the conditions and in the circumstances therein 
set forth, have had the effect of causing dealers in player rolls to dis- 
continue the handling of player rolls manufactured and sold by com- 
petitors of respondent and to prevent such dealers in player rolls from 
selling or distributing player rolls made by manufacturers who were 
competing with respondent. 

(a) Respondent’s unlimited exchange plan as hereinabove set forth, 
has caused dealers in music rolls who have exclusive trading agreements 
with respondent to refuse to buy, sell, deal in, or distribute the music 
rolls made by respondent’s competitors. 

(6) The agreements for exclusive dealings, as set forth in paragraph 
8 hereof, have applied at various times to some 475 dealers in player 
rolls in the several states of the United States, and such dealers were and 
are in general the largest dealers in player rolls in the several states, and 
are distributors for a substantial part of respondent’s business. 


Par. 10. Such agreements for exclusive dealing, as set forth in para- 
graphs 8 and 9 hereof, under the conditions and in the circumstances 
therein set forth, have supplemented, and supplement, the policy of 
respondent in naming and maintaining its resale price for Q. R. S. music 
rolls, and in fact have been and are a factor aiding in such resale price 
maintenance. 


Par. 11. The agreements for exclusive dealing, as set forth in para- 
graphs 8 and 9 hereof, under the conditions and in the circumstances 
therein set forth, have a capacity and tendency substantially to lessen 
competition, and do in fact substantially lessen competition in the sale 
and distribution of player rolls in the course of interstate commerce. 
The resale-price maintenance policy and practice of respondent as ap- 
plied to Q. R. S. player rolls, as hereinabove set forth, taken in connec- 
tion with the exclusive dealing agreements as aforesaid, have a dangerous 
tendency unduly to hinder competition and to create a monopoly in the 
manufacture and sale of music rolls for player pianos in the United 
States. 

CONCLUSION 


1. That the practices of the respondent as set forth in the foregoing 
findings as to the facts are. in the circumstances therein set forth, unfair 
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methods of competition in interstate commerce in violation of Section 5 
of the provisions of an Act of Congress approved September 26, 1914, 
entitled “An Act to create a Federal Trade Commission, to define its 
powers and duties, and for other purposes.” 


2. That the practices of said respondent as hereinbefore set forth and 
recited, in the circumstances and under the conditions hereinbefore set 
forth, are in violation of Section 3 of the Act of Congress entitled “An 
Act to supplement existing laws against unlawful restraints and monopo- 
lies, and for other purposes.” 


ORDER TO CEASE AND DESIST 


This proceeding having been heard by the Federal Trade Commis- 
sion upon the complaint of the Commission, the answer of the respond- 
ent, the testimony and evidence, the trial examiner’s report upon the 
facts and the exceptions thereto, and upon briefs submitted by counsel 
and oral argument, and the Commission having made its findings as to 
the facts and reached its conclusion that the respondent has violated 
Section 5 of the Act of Congress approved September 26, 1914, entitled 
“An Act to create a Federal Trade Commission, to define its powers and 
duties, and for other purposes,’ and that respondent has violated 
Section 3 of the Act of Congress approved October 15, 1914, entitled 
“An Act to supplement existing laws against unlawful restraints and 
monopolies, and for other purposes,” 

Now, therefore, it is ordered, That the respondent, The Q. R. S. Music 
Company, its officers, directors, agents, servants and employees cease 
and desist from carrying into effect a policy of fixing and maintaining 
uniform prices at which the articles manufactured by it shall be resold 
by its distributors and dealers by: 


1. Entering into contracts, agreements and understandings with dis- 
tributors or dealers requiring or providing for the maintenance of speci- 
fied resale prices on products manufactured by respondent. 

2. Attaching any condition, express or implied, to purchases made by 
distributors or dealers to the effect that such distributors or dealers shall 
maintain resale prices specified by respondent. 


3. Requesting dealers to report competitors who do not observe the 
resale price suggested by respondent, or acting on reports so obtained 
by refusing or threatening to refuse sales to dealers so reported. 


4. Requesting or employing salesmen or agents to assist in such policy 
by reporting dealers who do not observe the suggested resale price, or 
acting on reports so obtained by refusing or threatening to refuse sales 
to dealers so reported. 


5. Requiring from dealers previously cut off promises or assurances 
of the maintenance of respondent’s resale prices as a condition of 
reinstatement. 

6. Utilizing any other equivalent cooperative means of accomplish- 
ing the maintenance of uniform resale prices fixed by the respondent. 
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It is further ordered, That respondent, The Q. R. S. Music Company, 
its officers, directors, agents, servants and employees cease and desist 
from entering into contracts, agreements or understandings or making 
sales or fixing a price charged therefor or discount from or rebate upon 
such price subject to the condition, agreement or understanding that the 
purchaser of respondent’s product shall not deal in the goods, wares or 
merchandise of any competitor of respondent; and 

It is further ordered, That the respondent, The Q. R. S. Music Com- 
pany, shall file with the Commission, within sixty days after the service 
upon it of a copy of this order, its report in writing stating in detail the 
manner and form in which it has complied with the order to cease and 
desist hereinbefore set forth.* 


Commentary: The Q. R. S. rolls, according to the findings of the 
commission, “are considered in the trade as of high quality and the fact 
that they are nationally advertised creates a brisk demand for them. 
Dealers in music rolls for player pianos find their business success in 
this line promoted by ability to furnish their customers with Q. R. S. 
player rolls.” These facts and the general nature of the demand for 
the product made it suited for selected retail distribution.* In order to 
promote the sale of Q. R. S. rolls, the company apparently selected as 
its customers retailers who operated stores which were well suited to the 
sale of such goods. It carried on a system of aiding the retailers in 
advertising and selling Q. R. S. rolls. To encourage each retailer to 
seek to attain a maximum volume of sales, quantity discounts based 
on the annual purchases of the retailers were granted. Privileges of 
making exchanges of unused rolls were allowed. And standard resale 
prices were suggested. 

For Q. R. S. rolls, therefore, the company had a coordinated mer- 
chandising plan in which the standardization of resale prices was one 
element. Provided such a plan were well executed, with proper selec- 
tion of the retailers, it is probable that all retailers would have tended 
to sell at the same prices even without the naming of resale prices by 
the manufacturer. In such a plan, therefore, the maintenance of resale 
prices was an incidental feature, not the major objective. The fact that 
the company had such a large volume of sales and that many consumers 
preferred to buy Q. R. S. rolls, even at prices above those of other 
makes of music rolls, indicates that consumers generally had accepted 
the standard prices as fair. The company seems to have attained its 
large volume of sales by establishing a reputation for its product as 

° This order of the Federal Trade Commission was reviewed and affirmed by the 
United States Circuit Court of Appeals for the Seventh Circuit, 12 Fed. (2d) 730. 


* Copeland, Melvin T., Principles of Merchandising, pp. 103-106, 117-121. See 
also “Some Legal Aspects of Merchandising,” Harvard Business Review, Vol. IV, 


No. 3, April, 1926, pp. 362-373. 





578 HARVARD BUSINESS REPORTS 


being of high quality, by its competitive advertising, and by selecting 
as its agents retailers who were qualified to promote sales aggressively. 

When the company entered into agreements with some of the retailers 
whereby in return for liberal exchange privileges those retailers agreed 
not to sell competing makes of music rolls, the company was entering 
on uncertain ground. It is not difficult, however, to comprehend that 
the company could not safely have extended the exchange privilege 
without safeguarding its interests by making sure that retailers would 
not take unfair advantage of the privilege. On the merchandising 
aspects of this policy, however, the commission’s findings shed little 
light. Inasmuch as such exclusive agreements had been made with less 
than 7% of the company’s customers—475 retailers from among 7,500 
—this arrangement appears to have been a secondary feature of the 
company’s general merchandising program. Under the circumstances 
it was of doubtful propriety. 

The commission stated in its findings: “At the demand of custom- 
ers who were competitors of other customers in the sale of Quk.7S:. 
player rolls, respondent has cut off or refused to sell such other custom- 
ers, because such other customers had failed or refused to observe and 
maintain the resale price of Q. R. S. player rolls named by respondent 
in its catalogs, and such action was taken as a condition upon which 
such demanding customers continued to observe and maintain the resale 
prices named by respondent on Q. R. S. player rolls.” It was stated, 
further, that the company had refused to sell to retailers who would 
not promise to maintain resale prices on Q. R. S. player rolls. In 
the light of the Beech-Nut decision,® those facts constituted technical 
grounds for an adverse decision by the commission, irrespective of the 
broad merits of the company’s general merchandising plan and the rela- 
tion of the standardization of resale prices to the other features of that 
plan. 


June, 1926 Mr 
5 Federal Trade Commission v. Beech-Nut Packing Company, page 479. 


FEDERAL TRADE CoMMISSION v. HOovuBIGANT, 
INCORPORATED! 


MANUFACTURER—PERFUMERY AND TOILET ARTICLES 


PricE MaIntENANCE—Standardization of Resale Prices by Cooperative 
Means Held Illegal. The Federal Trade Commission, in a proceeding 
which it brought against the company, a manufacturer of perfumery 
and toilet articles, found that retailers to which the company sold, at 
the instigation of the company, reported the names of price-cutters; that 
the company thereupon undertook to obtain assurances from the price- 
cutters that they would maintain its specified resale prices; and that the 
company subsequently reported the results of such efforts to its inform- 
ers, The commission ordered the company to discontinue these prac- 
tices.” 

(1926) 


FINDINGS AS TO THE FACTS 


Paragraph 1. Respondent is now and since 1920 has been a corpo- 
ration, organized under the laws of the state of New York, with its prin- 
cipal place of business at the city of New York, in said state. During 
its corporate existence, respondent has been and is now engaged in the 
sale of perfumery and toilet articles, and the distribution thereof in 
interstate commerce from its principal place of business, to dealers 
throughout the United States. Since August, 1922, it has sold and dis- 
tributed its merchandise exclusively to retail drug stores and depart- 
ment stores. Orders for its merchandise are solicited by means of trav- 
eling salesmen, some 25 in number at the present time, and also by 
means of catalogs. Respondent transports or causes to be transported, 
its merchandise when sold, from its principal place of business in the 
state of New York, to its customers located in the various states of the 
United States, and has at the present time about 6,000 customers, some 
in every state of the United States. Its annual sales amount to several 
million dollars, and it is one of the largest perfumery dealers in the 
United States. 

Par. 2. In the course and conduct of its said business, respondent is 
and has been during its corporate existence in competition with other 
corporations, partnerships and individuals also engaged in the business 
of selling perfumery at wholesale and transporting same in interstate 
commerce from their respective locations in the United States, through- 
out the various states of the United States. 


Par. 3. Respondent since August 15, 1922, has sold its merchandise 





1 Federal Trade Commission, Docket 1250, April 2, 1926. 
? Headnote of Graduate School of Business Administration. 
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in accordance with a policy adopted by it, of fixing and maintaining the 
prices at which its various articles of merchandise should be resold to the 
consuming public by the retail merchants handling such articles. In 
carrying out said policy respondent has sought and secured the assist- 
ance and cooperation of its retail dealers, and of its officers, agents and 
employees. Respondent’s efforts in behalf of price maintenance have 
during said period of time received the approval and adoption by its 
leading dealers in all the cities of the country. 


Par. 4. In pursuance of its price maintenance policy, respondent on 
September 15, 1922, issued a catalog in which were described the sev- 
eral hundred articles sold by it, together with a sum set opposite to each 
of said articles, which sum was designated as the “retail price” of such 
article. Said catalog also contained the terms or conditions upon which 
said articles were offered for sale. Among these terms or conditions as 
designated, was the phrase “Established Selling Prices”, which had 
reference to the designated retail prices appearing in the catalog as here- 
tofore in this paragraph mentioned, and respondent, in the course and 
conduct of its business, has sold and does sell much of its merchandise 
upon orders made by the vendees, based solely upon the catalog. Re- 
spondent has continued since August 15, 1922, to issue to the trade 
similar catalogs, all of them containing the retail prices and term or 
condition of sale above mentioned. Respondent’s catalogs are widely 
distributed to its customers and prospective customers. 


Par. 5. In furtherance of said price maintenance policy, the respond- 
ent has secured generally, promises and agreements from its customers 
for the resale of its articles of merchandise at the established prices, 
and respondent generally sells its merchandise upon promises obtained 
from or agreements and understandings arrived at, with its customers, 
for the resale of its merchandise at the established prices. 

Respondent sometimes on its own initiative, but more often upon 
the complaint of a dealer of price-cutting on the part of other dealers 
in a given locality, has through its agents and with the assistance of 
dealers favorable to the observance of the established prices, secured 
from all its dealers in the given locality a general agreement between 
and among said dealers and the respondent for the maintenance in the 
future of the established resale prices. 


Par. 6. Dealers are requested by respondent to report the names of 
price-cutters, meaning those selling respondent’s products at a price 
below that fixed by respondent, and to make investigations for the 
purpose of identifying price-cutters and ascertaining the details of the 
price-cutting and such dealers are given to understand that the pur- 
pose of securing such information by the respondent is to eliminate 
price-cutting, either by refusing further sales of its merchandise to a 
price-cutter or securing from him his assurance that the established 
prices will be observed by him in the future. Respondent has in many 
instances, as a result of investigations instituted upon reports received 
from its dealers, refused further sales to persons found to have been 
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cutting prices, and in many other instances has by correspondence or 
by its salesmen through personal interviews, secured from the price- 
cutters assurance for the observance of the established prices in the 
future. In such cases it is the practice of the respondent to report back 
to the informant dealers the result of the investigation. 

The respondent also requests and procures from its salesmen and 
other agents, reports and information as to price-cutting by its dealers 
and acts upon the information thus obtained by refusing sales to the 
price-cutter or securing his assurance that he will observe the established 
prices in the future. 


Par. 7. The effect of the enforcement of respondent’s price main- 
tenance policy by the methods herein before mentioned is that retail 
dealers handling respondent's articles of merchandise, generally through- 
out the United States, have sold and do sell such articles to the con- 
suming public at the uniform established prices fixed by respondent, 
thereby preventing such dealers from selling respondent’s articles of 
merchandise at such lower prices as might be deemed by them to be 
warranted by their respective costs of operation and thus suppressing 
and hindering competition in respect to respondent’s merchandise in 
interstate commerce. 

CONCLUSION 


The practices of the said respondent, under the conditions and cir- 
cumstances set forth herein, are unfair methods of competition in com- 
merce, and constitute a violation of Section 5 of an Act of Congress, 
approved September 26, 1914, entitled “An Act to create a Federal 
Trade Commission, to define its powers and duties, and for other pur- 
poses.” 


It 1s now ordered that the respondent, Houbigant, Incorporated, its 
officers, agents, representatives, servants and employees do cease and 
desist from directly or indirectly carrying into effect a system of uniform 
resale prices in which respondent, its customers and agents undertake to 
prevent others from obtaining the company’s products at less than the 
prices designated by it. 


1. By entering into contracts, agreements or understandings with 
dealers, or any of them, that respondent’s products are to be resold by 
such dealers at prices specified or fixed by respondent; 

2. By procuring either directly or indirectly from its dealers promises 
or assurances that the resale prices fixed by respondent will be observed 
by such dealers; 

3. By requesting dealers to investigate and report to respondent the 
names of other dealers who do not maintain respondent’s designated 
resale prices; 

4. By acting upon reports or communications from dealers concern- 
ing price-cutting on respondent’s products by other dealers, by securing 
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assurances that respondent’s designated resale prices will be observed. 


It is further ordered that the respondent, Houbigant, Incorporated, 
shall within sixty days after the service upon it of a copy of this order, 
file with the commission a report in writing setting forth in detail the 
manner and form in which it has complied with the order to cease and 
desist hereinbefore set forth. 


Commentary: The facts in this case are similar to those in the Hills 
Brothers case* and the same comment in general applies. This case 
affords one more example of the extent to which the Federal Trade 
Commission has been active in repressing manufacturers’ efforts to 
maintain resale prices. 

One statement in the commission’s “Findings as to the Facts” in this 
case deserves special consideration. In the final paragraph of its finding 
as to the facts the commission stated: 


The effect of the enforcement of respondent’s price maintenance policy 
by the methods hereinbefore mentioned, is that retail dealers handling 
respondent’s articles of merchandise, generally throughout the United States, 
have sold and do sell such articles to the consuming public at the uniform 
established prices fixed by respondent, thereby preventing such dealers from 
selling respondent’s articles of merchandise at such lower prices as might 
be deemed by them to be warranted by their respective costs of operation 
and thus suppressing and hindering competition in respect to respondent’s 
merchandise in interstate commerce. 


That statement might be interpreted as implying that the dealers 


who had attempted to cut prices on this merchandise had sought merely 
to adjust the mark-ups on the merchandise to conform to their operat- 
ing expenses. No facts are cited to prove that point. Inasmuch as 
advertised brands of merchandise often are used as price leaders, the 
implications in the commission’s statement just noted are open to 
challenge; a dealer may cut prices on an advertised brand in order to 
trade on the manufacturer’s reputation even when that dealer is not 
operating his store more economically than competitors operate their 
stores. That is a type of unfair trading to which the commission might 
well direct its attention. 


June, 1926 Moret. 
3 Federal Trade Commission v. Hills Brothers, page 559. 
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departmentization 
merchandise 180, 225, 232, 235, 272 


merchandise and expenses 156, 192 
permitting departmental com- 
parisons a1 
interest on investment as item of 
cost 301 
new product, cost schedule for 
pricing 103-104, 455 
returnable containers, charges for 454 
returns and allowances, charging 
expense for 178 
speculative gains, determination of 235 
see also Cost; Joint costs 


Advertising 

appeals 
convenience of container 47 
market survey to determine 297 
style and price combined in 315 
style or durability 324 

appropriations 46, 53, 123 

bulk rather than package sales 44 


cooperative marketing association 123 
fad, promotion of 
gaging demand for seasonal style 
goods on basis of 291 
good-will development 269 
identity of product to make ad- 
vertising effective 4. 
mail-order sales secured through 1 
mediums 


circularizing 53 
direct-mail 53, 134 
newspapers 53, 134 
personal canvassing 134 
street-car cards 134 
price leaders, advertised brands as 582 
program, planning for fad 04 
relation to selected distribution 
policy 44,55 
simplification of line aided by 56 
style merchandise 204, 207 
see also Brand 
Agency 
see Exclusive agencies 
Agent 
see Manufacturers’ agents 
Aggressive selling 
active solicitation of orders 141,146 
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fad, intensifying demand for 95 
sales branches, establishment of 3 
sporadic demand, effect of 144 
warehousing as aid to 24, 146 
see also Advertising 

Agreements with distributors 
see Distribution channels 

Allowances 
see Returns and allowances 

American Locomotive Company 149 


Appeals, advertising 
see Advertising 
Automobile accessories, sales organi- 
zation 167 
Automobiles 
passenger cars 
buying motives 155, 159 
distribution channels 15,19 
pricing 156 
sales organization 
15, 149, 153, 156, 164 
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distribution channels 160 
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manufacturer 360 
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Beech-Nut Packing Company 
328, 479, 531, 532, 558, 567, 578 
Belting, sales organization of manu- 
facturer of 10 
“Best buy,” definition of IIo 
Bidding 
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Blanket trade-marks 328 
Branch 
see Manufacturer’s sales branches 
Brand 
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consumer advertising 
56, 123, 134, 297, 328 


identification of product 44 
establishment by manufacturer by 
direct selling 279 


private brands 
manufacture of goods to bear 
wholesalers’ 351 
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Brand (continued) 
private brands (continued) 
manufacturer’s brand as price 
leader to stimulate sales of 403 
sales emphasis on goods bearing 199 
selection of new brands for chain 
stores 205 
substitution 
one nationally advertised brand 
for another in retail store 210 
private brand for nationally ad- 
vertised brand in retail store 214 
unbranded products for bulk 
merchandise 44 
Breakfast food 
see Food and kindred products 
Brooms, product adaptation 275 
Bulk merchandise, identification of 44 
Business crisis of 1920, changes in 
automobile market 18 
Business depression 
operating expense of sales branches 


during 10, 13 
purchasing policy during 105 
sales plans, readjustment of 4 


style merchandise, purchase of 312 
Buying motives 
advertising shopping goods 306 
appearance of product 
216,275, 322, 468 
dependability in operation 


ae 155,325,372 
durability EGone22 ee 
economical emulation 296, 313,315 


economy in purchase or use 
8, 14, 49, 155, 296 
emulation, spread of new style 
through 313 
men and women, variances 82 
Buying pools 
refusal to sell to, as discrimina- 
tory 414, 496 
securing quantity discounts 414 
Buying syndicates, retail 
see Cooperative buying associations 
By-products 
coal, partially offsetting cost 388 
distribution channels 151,373 


Cc 


California Fruit Growers’ Exchange 123 
Canned goods 
see Food and kindred products 
Canvassing 
see House-to-house selling 
Carrying charges 
futures warehoused by manufac- 
turer II5 
including, in cost analysis es SG 
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on product made in anticipation 
of price increase 444 
Catalog, quoting prices from 427,537 
Cereals 
see Food and kindred products 
Chain stores, grocery 
compensation of managers 199 


discounts to 414 
new brands of merchandise, selec- _ 
tion of 205 
new product, introduction of 83,205 
price-cutting by 493 
sales emphasis on wide gross-mar- 
gin goods 199 
Chains, sales organization of manu- 
facturer a 
Chocolate preparations 
see Food and kindred products 
Circuit Court of Appeals 419, 479, 530 
Claims 
prompt adjustment as patronage 
motive 380, 383 
rebate, due to mark-down subse- 
quent to purchase 287 
Clearance sales, purchase of inferior 
merchandise to be sold at 69 
Clothing 
see Wearing apparel 
Coal 
purchasing by 
manufacturer 3890 
public utility 385 
sale of by-products partially off- 
setting cost of 388 
Coffee 
see Food and kindred products 
Colgate & Company 473, 484 
Color 
distinctive, to identify product 44 
shingles, buying motive 468 


Commission brokers, furniture trade 60 
Commissions 
chain-store managers, direction of 


sales emphasis through 199 
salesmen 
direction of sales emphasis 
through 180 
wholesaler of dry goods 392 
Competition 
addition of low-grade product to 
high-grade line to meet 326 
internal, department store 220 


pricing new product, to meet 465 

warehouses used, to meet 22,377 

see also Unfair competition 
Competitive goods, adding to line 

carried 41,320 
Consumer advertising 

see Advertising 


INDEX 


Consumers’ buying motives 
see Buying motives 

Consumers’ demands 
basis for product adaptation 275, 315 
elasticity of 123, 189, 443 
expansibility of 94, 123 
purchases by chain stores depend- 


ent on 205 
stimulating to induce retailers to 
order goods Or 


style merchandise 
see Style merchandise 
Consumers’ wants and preferences 


change, time for effecting 35, 36 
influencing factors 464 
motor oil 49 
patterns in furniture 63 
see also Advertising; Style mer- 


chandise 

Contractor-dealers, electrical supplies 51 
Control 

see Output control; Stock control 
Convenience goods, food products 

defined as 88, 130 
Cooperative buying associations 

competition of, meeting by whole- 


saler 269 
department stores, distribution 
through 105 


see also Group purchasing 
Cooperative marketing associations, 


fruit 123 
Copper, distribution channels AI 
Copyright, design protection 

281, 282, 285 
Cost 

charging items of 156 

cost-book costs 237 

deliveries of goods, analysis 256 

demurrage charges as items of 389 


interest on investment as item of 391 
joint costs 189, 197, 203, 463 


lowering 
at expense of appearance of 
product 275 
at expense of durability of 
product IOI 
maintenance of stocks, cost an- 
alysis 115, 380 
new product, cost schedule for 
pricing 455 


relation to prices 
see Pricing 

Cotton futures, prices influencing 

cotton mill production 444 
Cotton grey goods 

see Textiles 
Cream of Wheat Company 403 
Credit terms 

futures 115 
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sale of new product 371 
Customer records 
analysis of delivery expenses 256 
classification of purchases by mer- 
chandise groups 180 


customers refusing to maintain 
resale prices 477,479; 493, 559 
sales emphasis determined by 180 

Cutters-up, direct selling of lace to, 
as means of protecting designs 279 


D 
Delivery 
advantage of use of mill supply 
firms over sales branches 7,8 
promptness, placement of stocks 
by manufacturer to facilitate 


367,377 

punctuality as essential 108 
reduction in expense by increase 

in size of orders received 256 


service, iron and steel distributor 22 
Demand, elasticity of, contrasted 
with expansibility of market 123 
see also Consumers’ demands 
Demurrage charges as item of cost 389 
Dennison Manufacturing Company 
4097, 420, 429 
Dense distribution 
see Distribution channels 
Department stores 
exclusive agency for 


men’s shirts 80 
rugs 320 
women’s garments 204 


fad, exploitation of 
group buying of special-order 


merchandise IIO 
internal competition 71, 220, 320 
merchandising 
addition of competing line 41 
carrying goods sold from house 
to house by manufacturer 210 
discontinuing unprofitable de- 
partment 65 


new line of competing goods 320 
style goods bought at wrong 


stage of style cycle 287 
substituting one manufacturer’s 
brand fer another 210 
substituting private brand for 
manufacturer’s brand 214 
pricing 
limiting number of price lines 217 
standardization of prices 217 
style merchandise 287 
purchasing 


operating supplies 
354; 358, 364, 382, 395 
see also Purchasing 


588 


Department stores (continued) 
resident buyers, distribution 


through, by manufacturers 105 
returns and allowances on 
marked-down item 287 
sale to, through cooperative buy- 
ing associations 105 
Departmentization 
merchandise 180, 225, 232, 235, 272 


merchandise and expenses 1§6, 192 
permitting departmental compari- 


sons 71 
Design Registration League 281 
Designs 

exclusive, protection by manufac- 

turer 279 

factor in 

furniture 56, 141 

rugs 320 

style merchandise 297, 307 

watches 324 
Deteriorated merchandise, tracing 

shipments of 531 


Direct-mail advertising 
see Advertising—mediums 
Direct selling 
see Distribution channels; House- 
to-house selling 


Discounts 
distribution through wholesalers 
facilitated by means of 422 
price changes facilitated by means 
of 427 
price-cutting facilitated by dis- 
criminatory discounts 403 
quantity 
basis of 407, 414 


one-price policy facilitated by 431 
scale arranged to discourage 


overstocking 414 
trade 
basis 50, 422 


varying scale 
see also Pricing 
Discriminatory prices 
see Pricing—variance of prices; 
Varying price policy 
Distribution channels 
basis of choice 
brand policy 56, 279 
customers’ buying practices 105, 373 
development of new territory 32, 34 
financial condition of producer 83 


50, 180 


general sales plan 56 
improvement of retailing prac- 
tices 15,19 


improvement of sales methods 37, 41 
maintenance of continuous re- 
lationships 373 
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prices obtainable for by-prod- 
ucts 151 

protection of reputation of per- 
ishable products 414 

protection of style leadership 279 


reduction of sales expenses Io 

type of container of merchan- 
dise to be distributed 44 

types of merchandise sold by 
distributors 160, 326 


types of merchandise to be dis- 
tributed 26, 50, 80, 97,174, 294 
dense distribution 
44, 50, 80, 88, 139, 294, 326 
exclusive agencies 


retail 80, 83, 174, 294, 320, 568 

wholesale 10, 15, 19, 32, 50, 56 
selected distribution 

retail 

15, 18, 44, 97, 160, 174, 279, 326, 568 

wholesale 3,50 
see also individual products, and 

Chain stores; Department 


stores; Exhibitions; Manufac- 
turers’ agents; Manufacturer’s 
sales branches; Retailers; Sales 
organization; Warehousing; 
Wholesalers 

Drug business 


wholesale 
advertising 2690 
delivery expense analysis 256 
departmentization 269 
purchasing 244, 250, 256 
sales emphasis 180 
sales planning 256, 260 
stock control 250 
trade discounts 180 
Dry goods 


see Textiles 


E 


Elasticity of demand 
contrast with expansibility of 


market T23 
stimulation of sales by price re- 
duction 189, 443 
Electrical goods 
advertising 53,55 
discounts 422 
distribution channels 50 
merchandising 41 


pricing, varying trade discounts 50 
Exclusive agencies 
agreements in restriction of com- 
petition 568 
see also Distribution channels 
Exhibitions, furniture, as distribu- 
tion channels 56 


INDEX 


Expansibility of market 
contrast with elasticity of demand 123 
effect of discovery of new use for 
product 94 


F 

Factory branches 

see Manufacturer’s sales branches 
Fad, advertising to promote 94 
Federal Trade Commission Act 

unfair competition alleged under 

414, 473, 479, 493, 534, 559, 568, 579 

Federal Trade Commission v. 

Beech-Nut Packing Company 470 


Cream of Wheat Company 493 
Hills Brothers 559 
Houbigant, Incorporated 570 
National Biscuit Company ATA 
Q. R. S. Music Company 568 
Toledo Pipe Threading Machine 
Company 534 


Food and kindred products 
bakery products 
distribution channels 414 
sales planning 414 
breakfast food, price maintenance 493 
canned goods 


pricing by wholesaler 439 
terms of futures purchase 11S 
cereals, price maintenance 493 
chocolate preparations, distribu- 
tion channels 83 
citrus fruit 
advertising 123 
identification of product 123 
consumer demand, elasticity of 123 
cooperative marketing 123 
expansible market for 123 
coffee, price maintenance 559 
fruit syrup 
introductory sales plan 205 
merchandising 205 
ginger ale, pricing by manufac- 
turer 452 
groceries 
chain stores 199, 205 
manufacturers 


328, 414, 452, 450, 479, 493, 559 
selling agents 83 
wholesalers 

115,134, IQT, 224, 229, 235, 439 

Fountain pens, distribution channels 

influenced by trading-down 326 
Free deal for introducing new 
product 206, 207 
Freight charges, saving through 
establishment or use of ware- 
houses 22,379 
Freight rates, standard resale prices 
adjusted to allow for variations in 558 


589 
Fruit 
see Food and kindred products 
Fruit syrup 
see Food and kindred products 
Furniture 
advertising as aid in simplifying 
line 56 
aggressive selling 63, 141 
brand development 56 
distribution channels, exhibitions 56 
merchandising 56 
Futures 


canned goods, storage expenses for 115 
cotton, production program con- 
trolled by futures prices 444 


G 


Gas company, purchase of coal by 385 
Ginger ale, pricing by manufacturer 452 


Glassware, purchasing 380 
Gloves 
see Wearing apparel 
Good-will 
full line of goods, effect of failure 
to carry 210 
purchasing at price differential, 
effect of 366 
rebates to customers in order to 
retain 290 
retention through continuance of 
unprofitable department 65 
substitution of brands, effect of 
203, 216 


varying price policy, effect of 3907 
Grinding machines, distribution 

channels Bui 
Groceries 

see Food and kindred products 
Gross margins 

see Pricing; Sales emphasis 
Group purchasing 

quantity discounts, securing 414 

special-order merchandise 110 

see also Buying pools; Coopera- 

tive buying associations; Pur- 


chasing 
H 
Hardware 
merchandising 210 
pricing 427 
product adaptation 275 
purchasing 380 
Harvard Bureau of Business Re- 
search 525 


Hills Brothers 
Hosiery 
see Wearing apparel 


558, 559, 582 


59° 


Hotels, purchases based on prompt 
adjustment of breakage claims 380 


Houbigant, Incorporated 579 
House-to-house selling 
expense of return goods 178 
sales promotion by wholesaler 134 


stocking by retailer of goods sold 


by manufacturer’s canvassers 210 
I 
Identification of product 
distinctive color as aid to 44 
marks on shipping cases, etc. 
479, 493, 559 
see also Brand; Trade-marks and 
trade names 
Imitation 
designs of lace, direct selling by 
manufacturer to prevent 279 
trade-marks, legality of 328 
see also Buying motives—eco- 
nomical emulation 
Importer 
distribution channels 07 
pricing of imported merchandise 97 
sales planning 97 
Industrial pumps, distribution chan- 
nels 22 
Infringement, trade-marks and trade 
names 328 
Initial sale 
see Introductory sale 
Installations 
pricing 393, 401 
sales of 3,9, 32537, 149, 371 
Insulated wire, discounts 422 
Insurance, on futures warehoused 
by manufacturer 115 
Interest 
on investment as item of cost 380 


saving where futures warehoused 
by manufacturer 115 
Interstate commerce, unduly hin- 
dering competition in 
see Unfair competition 
Introductory negotiations 


installations, sales of 40 
new product 34 
Introductory sale 
concessions in credit terms to 
secure 371 
distribution channel 34 
free deal as aid to 206 


low quotation to secure 
see also New product 
Inventories 
accumulating in anticipation of 
price advance 


205, 401 


444 
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basis for computing rate of stock- 

turn 224 
carrying charges on 115 
simplification of product to reduce 56 
see also Departmentization ; Stock 


control 

Tron and steel products 
distribution channels 151 
purchasing 360 
warehousing 22 

J 

Janitors’ supplies 
distribution channels 26 
merchandising 26 


Joint costs 189, 197, 203, 463 
Jute twine, advertising to promote 


new use 94 
K 
Kitchen ware 
merchandising 210 
purchasing 380 
L 
Labor-saving machinery, use in 
manufacture of brooms 275 
Lace 
design protection 56 
distribution channels 279 


Legality of methods of maintaining 
resale prices 
473,479, 493, 534, 559, 568, 578 
Lines to be carried or manufactured 
see Merchandising 
Local supplier, purchasing from, de- 


spite price differential 364 
Locomotives, sales organization 149 
Lorillard Company, P. 328 
Lumber 

aggressive selling 146 

sales organization of manufac- 

turer 367 
stocking in local yards by manu- 
facturer 367 
M 
Machinery 

distribution channels 42, 37 

price maintenance 534 

pricing 401 

sales promotion 371 

substitution for hand labor in 

making brooms 275 
Mail-order sales, inducing by stimu- 
lating consumer demand or 
Manufacturers 


automobiles and trucks 15, 19, 149, 160 
electrical appliances 50 


INDEX 


Manufacturers (continued) 
food and kindred products 


414, 452, 479, 493, 559 


fountain pens and pencils 326, 470 
furniture 56, 141 
janitors’ supplies 26 
lace 279 
leather belting 10 
locomotives 149 
lumber 367 
machinery 32, 37, 401, 534 
marking tags 351 
motor oil 44 
music rolls 568 
paper products 165, 389, 407 
railroad brake levers 34 
shingles 465 
shoe findings 431 
steel products 3,151 
textiles 444 
toilet articles 473,579 


wearing apparel 
es 80, 91, 105, 174, 294, 307, 460 
writing paper 165 
Manufacturers’ agents, chosen as 
distribution channels 32,34, 37 
Manufacturer’s sales branches 
discontinuance because of operat- 


ing loss Io 
establishment 
alternative to manufacturers’ 
agent 37 


development of new territory 367 


to replace wholesalers Bas 
operation 432 
Manufacturing for stock 
high-grade furniture 56 
in anticipation of price advance 444 


not feasible for semi-perishable 


products 420 
seasonal style merchandise 204 
Mark-downs 


see Pricing 
Market survey, to determine buying 
motives for style merchandise 207 
Mark-ups 
see Pricing—gross margins 
Mediums, advertising 
see Advertising 
Merchandise control 
see Stock control 


Merchandising 
lines carried 
additions 
competitive merchandise 71,320 
new merchandise 205, 224 
style merchandise 307 
continuance 
incomplete lines 210 
unprofitable merchandise 26, 65 
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purchasing 
style merchandise 287,291,312 
simplification 


increasing rate of stock-turn 224 
standardization of price lines 
as means of 217,220 
substitution, brands 210, 214 
lines manufactured 
competing brands, marking tags 351 
simplification, advertising asaid 56 
standardization, ready-to-wear 
garments 2904 
see also Aggressive selling 
Minimum resale prices 
see Price maintenance 
Monopoly 
creation alleged through system 
of quantity discounts 419 
maintenance of resale prices 473,493 
Moral suasion, using to maintain 
resale prices 
Motor oil 
see Petroleum products 
Motor vehicles 
see Automobiles 
Musical instruments and accessories 
imported phonographs 


473 


distribution channels 07 

pricing 07 

sales planning 97 
music rolls 

price maintenance 568 


Mutual buying associations 
competition of, meeting by whole- 


saler 269 
see also Cooperative buying asso- 
ciations 
N 


National advertising 
see Advertising 


National Biscuit Company 414 
New product 
credit terms 371 
distribution channels 83, 97, 205,326 
fad, promotion of 94 
introduction in chain’ grocery 
stores 205 
introductory negotiations, period 
of 34 
marketing of 422 
pricing 205, 401, 452, 465 
retail distributors, selection 97 


New territory, distribution channel 


in development of 22934 
Newspapers 

see Advertising—mediums 
Noils, distribution channels 373 


592 
Novelties 
exploitation through department 
stores 95,96 


selection of retail distributors for 97 


O 

Oil 

see Petroleum products 
One-price policy 

see Pricing; Price maintenance; 

Varying price policy 

Operating supplies 

distribution through wholesalers 422 


purchasing 
coal 385, 380 
paper boxes 354, 358 
sales books 305 
soap 364 
tags and labels 382 
wrapping paper 308 
Orders 


furniture, active solicitation of 63, 141 
records, use in regulating pur- 


chasing 244 
size of, increased by 

less frequent solicitation 256 

offering quantity discounts 260 


special, roller chains AES S 
yellow pine, active solicitation of 146 
see also Purchasing 
Output control 
production 
in anticipation of price increase 444 
regularization for style mer- 
chandise 204 
simplification to reduce stocks 56 
Overstocking of semi-perishable 


products, prevention of 414 
ie 
Packages, distribution of motor oil 
in 44 
Paper products 
discounts 407 
merchandising 351 
purchasing 354, 358, 382, 380, 395, 398 
sales organization 165 
Patent, design protection 281, 282, 285 
Patterns 


see Designs 
Patronage motives 


distinctiveness 222 
patronage discounts AIL 
Prompt adjustment of claims 381, 383 
prompt delivery 370 
variety for selection 78 
Pencils, price maintenance 470 
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Perishable products 
avoiding overstocking by retailers 414 


distribution channels 414 

manufacturing for stock 420 

numbering shipping cases to trace 
shipments 493 


Personal canvassing 
see Advertising—mediums; House- 

to-house selling 

Petroleum products 
industrial lubricating oil, ware- 


housing 377 
motor oil 

advertising 44 

distribution channels 44 

identification of product 44 

sales, bulk and package 44 


Pipe threading tools, price mainte- 
nance 
Piracy of designs of lace, direct sell- 
ing by manufacturer to prevent 279 
Player-piano music rolls, price main- 


tenance 568 
Price-cutting 
customers’ complaints against 403 


see also Price maintenance; Un- 
fair competition; Varying price 
policy 
Price differences 
purchasing from customary sup- 


plier, effect as to 382 
purchasing from local supplier 

despite 364 
reciprocity in purchasing at 360 
substitution discouraged by 465 


Price lines 
see Pricing 
Price maintenance 
price-cutting, prevention 
acceptance of returned mer- 


chandise 470, 568 
discontinuance of special dis- 

counts 403 
penalizing price-cutters . 403 


refusal to sell to price-cutters 473 
resale price, standardization by 
cooperative means 


legality 479, 493, 534, 559, 568, 579 
unfair competition 479 
Pricing 
bidding 
competitive influence 401 
securing new business 401 
catalogs for quoting prices 427, 537 


estimated futures prices as basis 444 

gross margins of distributors as 
factors in 22, 83,97, I10, 205, 275, 
287, 320, 403, 407, 422, 431, 


, _ 452, 460, 465, 493 
imported merchandise 97 


INDEX 


Pricing (continued) 


joint-cost products 460 
mark-downs, anticipation of mar- 
ket decline 439 


new products 
one-price policy 
adoption, uniform quantity dis- 
counts 50, 431 
price lines, standardization 217, 220 
variance of prices 
discretionary allowances 156 
salesman’s discretion 392, 308, 427 
see also Discounts; Price differ- 
ences; Price maintenance; Pur- 
chasing; Varying price policy 
Private brand 
see Brand 
Product adaptation, consumer de- 


97, 205, 452, 465 


mand as basis 275,315 
Production 
see Manufacturing for stock; 


Output control 
Profit 
See Pricing—gross margins; Sales 
emphasis; Speculative purchas- 
ing—gain 
Profit-sharing with  chain-store 
managers, direction of sales em- 


phasis through 202 
Public utility, purchasing operating 
supplies 385 
Pumps, industrial, distribution chan- 
nels 32 
Purchasing 
delivery terms, “futures” 115 
regulation 
records 235, 244 
semimonthly inventories as aid 
in 229 
size of orders, basis 224 


stock limits 
sources, basis of selection 


delivery terms 380 
dishonesty 308 
established relationship 382 
locality of source 364 
price policy 305 
reciprocity 360 
reliability 358 
safeguarding supply 354 
speculative 235,385 
spot market coal 385 
time basis, annual contracts 385 


see also Cooperative buying asso- 
ciations; Group buying; Mer- 
chandising; Patronage . mo- 
tives; Stock control; Style 
merchandise 
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Q 
Q. R. S. Music Company 568 
Quantity discounts 
increase in size of orders by 269 
see also Discounts 
Quotations 
see Pricing 
R 
Railroad brake levers, distribution 
channels 34 
Railroad freight charges, saving by 
use or establishment of ware- 
houses 22,379 


Railroad freight rates, standard re- 
sale prices adjusted to allow for 
variations in 558 

Ready-to-wear garments 
see Wearing apparel 

Reciprocity in purchasing at price 
differential 360, 364 

Records 
see Customer records; Purchas- 

ing; Stock control 

Registration of trade-mark, commercial 
use as prerequisite 328 


Repair service Meteed 5 eOnGy| 
Repeat sales 
equipment 402 
installations 35,40 
Reputation 


aggressive selling as endangering 144 
competitive position due to, pro- 


tection 352 
exclusive agencies as means of 

establishing 64 
incorrect recommendations to 

purchasers, injury through 37 


perishable products, protection of 414 
purchasing inferior merchandise 


for “clearance sale,” injury 
through 690 
style leadership in laces, protec- 
tion 279 
see also Trading down 
Resale prices 
see Price maintenance 
Resident buyers of department 
stores, securing orders from 105 
Restraint of trade 
see Unfair competition 
Retailers 
automobiles 15,19 


direct selling to, by manufacturers 
I5, 19, 26, 01, 105, 279, 414 
petroleum products 
see also Chain stores; Department 
stores; Shoe stores; Specialty 
stores 
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Returns and allowances 
acceptance of returned goods to 
prevent price-cutting 470, 568 
exchanges, absorbing expenses of 178 


ratio of sales 178 

rebate on goods marked down 
after initial sale 287 

used cars 156 


Rugs, merchandising in retail store 320 


S 
Sales analysis 
organization of sales territory, aid 
to manufacturer 160 
reduction of delivery expense, aid 
to 256 
Sales books, purchasing by depart- 
ment store 395 
Sales branches 
see Manufacturer’s sales branches 


Sales department established by 
copper producer 41 
Sales emphasis 
means 
customer records 180 
salesmen’s commissions 180 


store managers’ commissions 199 
merchandise yielding high gross 
margin 180, I9I, 235 
Sales organization 
establishment of sales department 41 


functional form 165 
manufacturers’ sales branches 
3, 10, 15, 367 
segregation of sales force, basis 
attitude of customers 174 
improvement of salesmanship 
97, 151, 167 
nature of market 149, 153 
volume of sales 156 
territorial form 165 
see also Departmentization 
Sales planning 
amount of unit sale 
increase 256, 260, 431 
limitation 414 
seasonal sales fluctuations, smooth- 
ing 97 


Sales promotion 
low quotation to secure initial 


order 401 
missionary work Be Eady L 7s 
new product, credit terms 371 
salesmen, by 184 
see also Advertising; Sales organi- 

zation 

Sales quotas 
automobile dealers 20 
compensation based on 182 
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Salesmen 
compensation 
direction of sales emphasis 
through 180 
house-to-house selling 179 
wholesale dry-goods house 392 
factory training 38 
special instruction 72 


Seasonal fluctuations in sales 97, 115, 294 
Seasonal style merchandise 
see Style merchandise 
Segregated sales organization 
see Sales organization 
Selected distribution 
see Distribution channels 
Selling agent 


copper 4I 
distribution of chocolate prepara- 
tion 83 
machine-made laces 279 
manufacturer’s cooperation with, 
in maintaining resale prices 493 
price maintenance 403 


see also Manufacturers’ agents 
Service stock department of manu- 

facturer 5 
Sherman Act, violating by refusing 


to sell to price-cutters 473, 484 
Shingles, pricing 465 
Shirtings, merchandising 307 
Shirts 

see Wearing apparel 
Shoe findings, pricing 431 
Shoe stores, merchandising, wrong 

stage of style cycle 312 
Shoes 


see Wearing apparel 

Shopping goods 
gingham cloth as typical 306 
washing machines contrasted to 70 
women’s ready-to-wear garments 2096 


Silk Association of America 281 
Silk piece goods, merchandising 201 
Silver pencils, price maintenance 470 
Simplification 
output 
advertising as aid 56 
women’s ready-to-wear gar- 
ments 204 
price lines 217, 220 
stocks 
boys’ clothing 217 
groceries 224 
increase of rate of stock-turn by 224 
ready-to-wear garments 220 
Soap, purchasing by department 
store at price differential 364 


Sources of purchases 
see Purchasing 


INDEX 


Special discounts 
see Discounts 
Special order 


business, furniture I4I 
manufacturing chains on 4, 5,8 
merchandise, group buying of 110 
Specialty goods 
distribution channels 97 
exclusive agency, grant to depart- 
ment store 80 
merchandising 206 
sales 
methods in department stores 70 
planning 97 


Specialty stores 


group buying of special-order 


merchandise IIo 
merchandising 291 
pricing 277 
purchasing of special-order mer- 
chandise IIo 
Speculative purchasing 
gain from, determination 235 
public utility, operating supplies 385 
Standardization of prices 
see Price maintenance; Pricing 
Steel 
see Iron and steel products 
Stock control 
establishment of maximum and 
minimum limits 250 
inventory taking, frequency 229 


records 
cards substituted for books 244 
departmentization of merchan- 


dise records 235 
use in regulating purchasing 244 
records and standards, use of 255 
stock-turn, computation 224 
Stock-turn 
computation for stock control 224 
increasing rate of by 
low prices 439 
reducing size of purchase orders 224 
semimonthly inventories 220 
simplifying line 224 


Street-car cards 
see Advertising—mediums 


Style 
cycle 287, 293, 312 
European, following 283, 284 
periods in furniture 58, 63 


Style leadership, selected distribu- 


tion to protect 270 
Style merchandise 

advertising 207,324 

brand development 207 


change of product, to meet con- 
sumer demand 
emulation 


315 
285, 296, 313, 315 
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gaging demand for, on basis of 

manufacturer’s advertising 201 
pricing 287,464 
purchasing at wrong stage of 

style cycle 287, 312 
risk, shifting from manufacturer 

to converter 307 
standardization of women’s ready- 

to-wear garments 204 

Substitution 

identification of product as means 

of preventing 
one nationally advertised brand 

for another in retail store 210 
price differential to discourage 465 


private brand for nationally ad- 
vertised brand 214 
see also Brand 
Supplementary products, discontin- 
uance of purchases 26 
Supply firms, distribution through 26 
Supreme Court of the United 
States 473,479 


Ay 
Tags and labels 
brands, manufacturers’ or private 351 
purchasing as operating supply 382 
Textile machinery, sales promotion 371 
Textiles 
cotton grey goods, manufacturing 
for stock 444 
dry goods, varying price policy 302 
ginghams, advertising to con- 
sumers 207 
rugs, purchase of new line 320 
selling agents 
price-cutting 403 
private brands 403 
shirtings, shifting style risk 307 
silk piece goods, merchandising 201 
twines, colored knitting, adver- 
tising to promote fad 04 
Tobacco products, trade-mark 328 
Toilet articles, price maintenance 
473,579 


Toledo Pipe Threading Machine 
Company 534 
Trade discounts 
see Discounts 
Trade-marks and trade names 
abandonment 
label change 328 
non-user 328 
blanket trade-mark, need of legal 
protection for 340 
dissimilar products 328 
establishment by canning com- 
pany I21 
imitation 328 
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Trade-marks and trade names (cont.) 
infringement 328 
merchandising of trade-marked 

semi-standardized style goods 294 


modernizing 328 
property in 344 
registration, commercial use as 
prerequisite to 328 
restrictions, types of products 328 


“Trading at home,” benefit from 366 
Trading down, effect on methods of 


marketing 4 i eee 327 
Trading up, use of high-price lines 

for aaa 
Twine 


see Textiles 


U 
Underwear 
see Wearing apparel 
Unfair competition 
maintenance of standard resale 


prices 

cereal 403 
coffee, etc. 559 
food products 479 
music rolls 568 
perfumery, etc. 579 
pipe-threading tools 534 
toilet articles 579 

quantity discounts, allegations as 
to system of 414 

United States District Court of New 
Jersey 331 


United States Supreme Court 473,479 
Unprofitable department, discontin- 


uance 65 
Unprofitable merchandise, discon- 
tinuance of purchases 26 
Used cars 
allowances 156 
segregated sales force for 156 
V 


Varying price policy 
discontinuance of relations with 
supplier because of 305,398 
use of varying trade discounts 
156, 180, 392, 398, 403, 431 
see also Price maintenance; Pricing 


W 
Warehousing 
charges for futures, assumption 
by manufacturer 10s 
establishment of warehouses to 
meet competition 22 


maintenance of stocks near mar- 


HARVARD BUSINESS REPORTS 


ket to facilitate prompt de- 
livery 367 


sales branches 6, 39 
stocking of supplies by seller for 
purchaser 389 
use of warehouse to meet compe- 
tition 377 
Washing machines, merchandising 
in department store 41 
Watches, advertising appeal 324 
Wearing apparel 
gloves 
distribution channels extended 
through advertising or 
merchandising 214 
hosiery 
advertising 315 
distribution channels 105 
group buying IIo 
product adaptation 315 
ready-to-wear garments 
children’s 
simplification through lim- 
ited price lines m7 
men’s 
unprofitable department dis- 
continued 65 
women’s 
exclusive agencies for suits 204 
pricing 287 
purchase at wrong stage of 
style cycle 287 
returns and allowances 287 
simplification through limited 
price lines 220 
standardization of styles 204 


shirts, men’s 
distribution channels, exclusive 


agency 80 
shoes 
distribution channels for spe- 
cial orthopedic 174 
merchandising, style cycle Bra 
underwear 
pricing in conformance to sales 
strategy 460 


Wholesale branches 

see Manufacturer’s sales branches 
Wholesalers 

automobile accessories, sales or- 


ganization 167 
automobiles 15,19 
drugs 


see Drug business 
dry goods, varying price policy 302 


electrical supplies 50, 422 
groceries 
see Food and kindred prod- 
ucts—groceries 


hardware 33 


INDEX 


Wholesalers (continued) 


hosiery I05 
iron and steel products, ware- 
housing 22 
janitors’ supplies 
distribution channels 26 
merchandising 26 
lumber, aggressive selling 146 


mill supply firms as 
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paper products, private brands ant 
petroleum products, distribution 


channels 44 
Wire, discounts 422 
Wool, distribution channels 373 
Wrapping paper, purchasing 398 


Writing paper, sales organization of 
manufacturer 165 
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